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Social Backwardness, Social 


Reform, and Productivity in 


Latin America* 


By William Glade* 


When, in the summer of 1958, President Kubitschek of Brazil 
issued his call for an “Operation Pan America’, the outlines of a 
new departure in the strategy of Latin American economic devel- 
opment began to appear. In October of that year the Organiza- 
tion of American States assembled the ‘Committee of 21” to 
work toward the formulation of a response to the challenge raised 
by the Brazilian president, and with the Bogota conference of 
September, 1960, the new approach took on a more concrete form. 
Further elaboration of its dimensions was made in President 
Kennedy's two Alliance for Progress speeches in March, 1961. 

The general shape of the development program emerging from 
these speeches and conferences was embodied in the Charter 
drawn up at the Punta del Este conference in August, 1961. Dur- 
ing this formative period, two other actions lent additional 
support to the policy trend of the times: the establishment of 
the Inter-American Development Bank in 1959 and the creation 
in the fall, 1960—spring, 1961, period of the Social Progress 
Trust Fund to implement some of the provisions of the Act 


of Bogota. 


* Assistant Professor of Commerce and Hispanic Studies, University 
of Wisconsin. 

An abbreviated version of this paper entitled ‘The Economic Costs of 
Social Backwardness and the Economic Value of Social Reform in Latin 
America” was read before the Midwest Council of the Association for 
Latin American Studies at its second annual Conference, University of 
Illinois, Urbana, Illinois, October 12-14, 1961. 
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While a number of interesting new elements are contained in 
the inter-American policy which grew out of the foregoing 
events, and while a considerable number of difficulties exist to 
make its chances for success highly problematic, one area of 
special interest, and one which may well pose the greatest diffi- 
culties of all, is the explicit and central attention accorded the 
problems of social unrest and social welfare as they relate to the 
processes of economic development. Already this aspect of the 
new departure has been subjected to criticism from business 
groups in both the United States and Latin America who see the 
Alliance for Progress program as a United States-sponsored ven- 
ture in international “welfarism’” and governmental control of 
economic life which is felt to work at cross purposes to the task 
of establishing a more attractive climate for domestic and foreign 
investment.* At least one government, too, that of the Argen- 
tine (reflecting doubtless the experience of that country with 
the welfare programs of Peron’s justicialismo), has appeared to 
incline toward the view that economic growth should come first, 
with social reform and welfare programs deferred to a later time 
when they may come as derivative benefits of an expanding 
economy.” It seems not unreasonable to expect that if and when 


* Vision magazine (25 August 1961), pp. 13-15, noted the presence 
of this point of view in its coverage of the Punta del Este Conference, at 
which, according to some, the role of private enterprise was underplayed 
and the basis laid for an accentuation of the interventionist character of 
the Latin American economic environments. The author, from conver- 
sations with North American businessmen having investments in Latin 
America, has found what appears to be a real concern with this matter— 
a concern, it should be added, which is by no means without a basis in 
fact in view of the ill-conceived interventionist policies pursued by some 
Latin American governments in the past. It is not to be expected, of 
course, that this necessarily represents the point of view of all members 
of the business community. Both the booklet by J. Peter Grace, It Is 
Not Too Late in Latin America (New York: 1961), and the Chase Man- 
hattan Bank’s Latin American Business Highlights (New York: Vol. 11, 
nos. 2 and 3, Second aand Third Quarters, 1961) express views sympa- 
thetic to at least a number of welfare aspects of the ailnce for Progress, 
though both of these sources come down essentially on the side of what 
is later in this paper called the “new lands” approach to agrarian reform. 
A similar awareness of the need for reform is found also among members 
of the Latin American business community. 
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the problem of actually implementing the reforms called for in 
the Punta del Este Charter comes to the fore, there may well be 
a tendency for other governments to back away from the reformist 
aspects of the program and to adopt a position somewhat akin 
to that of the Argentine.’ In any case, since the matter of social 
unrest has for the time being moved to center stage, it 1s worth 
examining some of the general dimensions of the problem to see 
what, if any, relation it bears to the task of mobilizing resources 
for the hoped-for Latin American version of a “great leap for- 
ward.” 

It is not the intention here to devote a great deal of attention 
to what is ordinarily set forth as the economic basis for social 
unrest in Latin America, listing such matters as unstable com- 
modity prices, balance of payments difficulties, and the like. The 
past two decades have seen the appearance of a rather large 
number of such studies—some much too simplistic, others mani- 
festing a high order of analytical competence.* By now, the 


2 On a visit to Washington in December, 1960, the former economic 
adviser to the Argentine president, Rogelio Frigerio, questioned the 
wisdom of the social orientation of the new United States Latin American 
program as set forth at the Bogota conference, and the point was reiter- 
ated by President Frondizi himself during his visit to this country in the 
fall of 1961 after the Punta del Este Conference. The position taken 
was that of according priority to more directly productive expenditures. 
The Argentines urged that emphasis should be placed on public capital 
support of large infrastructure projects and that the grants scheduled 
for social welfare programs would be better employed in promoting 
private foreign investment. 

° A propos the probable reaction to reform measures, it could be noted 
that the Guatemalan legislature has recently refused an administration 
request for much- needed tax reforms and that the Chilean Radical party 
has currently lodged strong complaints over the delays of the Alessandri 
administration in the area of tax and land reform. The prevailing ori- 
entation of the Peruvian Prado-Beltran administration was underscored 
by the official and unofficial accolades paid West German policies, which 
were held to be exemplary, on the occasion of Wilhelm Roepke’s visit 
to Lima. 

* Among the better general studies during this period are such works 
as the following: S. E. Harris (ed.), Economic Problems of Latin Amer- 
ica (1944); G. Soule, D. Efron, and N. Ness, Latin America in the 
Future World (1945); W. Gordon, The Economy of Latin America 
(1950); S. Hanson, Economic Development in Latin America (1951); 
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dreary litany of Latin America’s continuing and severe economic 
problems, both radical and derivative, is sufficiently well-known 
to area specialists, and many others too, that we may, I think 
profitably confine ourselves to a somewhat special view of a few 
of these problems. The purpose in so doing is to emphasize 
certain of their features which are of central importance but 
which tend to get lost in the interstices of the social disciplines 
though they receive a peripheral attention in all of them. Having 
their common focus in the institution of property, and involving, 
as they do, the distribution of incentives, power, and benefits, 
these problems are clearly legitimate targets for the concern of 
the economist; but they just as clearly are appropriate subject 
matter for other social scientists as well. Perhaps the best way 
to introduce them is to be somewhat psysiocratic in the matter 
and turn our attention to the land. 

Since before the close of the colonial era, the so-called land 
problem—in reality a short-hand expression which designates a 
complex of many indisociably interrelated problems—has been 
viewed as critical. And it is safe to say, without fear of ex- 
aggeration, that today for most Latin American countries it has 
come to be viewed as the basic problem upon which most other 
problems rest to a greater or lesser extent.° In societies still 


U.S. Senate, Subcommittee on American Republic Affairs of the Com- 
mittee on Foreign Relations, Compilation of Studies on United States- 
Latin American Relations (1960); F. Benham and H. Holley, A Short 
Introduction to the Economy of Latin America (1960); and Seventh 
Conference of American States Members of the International Labour 
Organization, Report of the Director-General on Economic Growth and 
Soctal Policy (1961). 

5 See, for example, the Real ordenanza para el establecimiento e in- 
struccion de intendentes de exercito y provincia en el Reino de la Nueva 
Espana (1786) and L. E. Fisher, Champion of Reform, Manuel Abad y 
Queipo (1955). 

° The literature relating to this topic is almost overwhelmingly abun- 
dant, but a fairly complete picture of the problem may be gained from 
the two FAO-OAS seminars on Latin American land problems, the first 
held in Campinas, Brazil, in 1953 and the second in Montevideo, Uru- 
guay, in 1959. Two concise but quite prescient views of the land prob- 
lem are contained in the papers presented by Raymond J. Penn and Solon 
Barraclough to the Latin American United States Operations Missions 
Seminar on Agrarian Reform, February 21-24, 1961, in Santiago, Chile. 
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fundamentally agrarian, this is hardly surprising. Yet, if on 
paper and in discussion the land problem has not gone unnoticed, 
owing to the realities of the political and social power structure 
it has, with a few exceptions, been as neglected in practice as it 
has been emphasized in analysis.’ 

Without for a moment suggesting that these are separated or 
discrete phenomena, let us look at three aspects of the land 
problem: /atifundismo, (the concentration of land ownership in 
large holdings), minifundismo (the proliferation of uneconom- 
ically small plots) and the insufficiency of the aggregate amount 
of land currently under exploitation. Among the several re- 
publics, the “mix’’ of these aspects or components varies con- 
siderably, but in most, if not all of them, the three ingredients 
are present.* Interestingly, too, the conditions they describe in 
the agricultural sector are not without certain rough equivalents 
in the non-agricultural sectors. ‘We may speak, therefore, of an 
urban /atifundismo in the extreme concentration of income and 
wealth and the consequent preemption of major commercial, fi- 
nancial, and industrial opportunities by a powerful few.° And 
we may see a sort of urban minifundismo in the overcrowding 
of service trades and petty commerce which emerges from the 
struggle to substitute underemployment and a meager subsistence 
for outright unemployment and starvation. Similarly, the short- 
age of land under cultivation is paralleled by the inadequacy of 


*The country surveys included in the USOM seminar referred to in 
note 6 reveal the extent of the neglect in this area. 

® See OAS-IASI, Estructura Agropecuaria de las Naciones Americanas 
(1957) for statistics on the distribution of land for the several Latin 
American countries. In Brazil, for example, 1.69% of the farm units 
hold some 50.9% of the total farm area, while 34.4% of the farm units 
work 1.3% of the area. In pre-revolutionary Bolivia, 6.39% of the farm 
units held 91.9% of the area with 69.4% of the units working only 0.4% 
of the acreage. 

® See, for example, Gustavo A. Esteva, ‘‘Concentracion Economica en 
Chile,” Comercio Exterior (Mexico: Vol. XI, no. 7, July, 1961, pp. 429- 
432), and Ifigenia M. de Navarrete, La Distribucion del Ingreso y el 
Desarrollo Economico de Mexico (Mexico: 1960). The study of Co- 
lombia by Fr. Lebret’s group reveals similar conditions in that country, 
and a sensitive government, after exploratory negotiations, would not 
even allow the Lebret group to study the situation in Peru. 
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the existing institutional framework to make more effective use 
of the potential range of economic opportunities and resources 
in non-agricultural fields. 

Latifundismo, the ancient bogey of Latin American agricultural 
life, has generally been held to constitute a negative economic 
influence first of all because of its contraproductive effect upon 
the volume of output when every resource available needs to be 
mobilized to the maximum extent possible.*° Frequently com- 
bined with absentee ownership rather than an ownership actively 
involved in production management, the income it provides is 
apt to be in the nature of economic rent and monopoly profits 
rather than profits derived from efficient combination of the 
means of production. This is so because the very size of the 
latifundium in a setting characterized by structural rigidities in 
resource and output markets enables it to extract free income from 
quasi-monopolistic positions with respect to both the sale of 
products in local and national markets and the purchase of labor 
power."* Moreover, the family and other links of /atifundia 
owners with existing financial institutions, both private and gov- 
ernmental, not uncommonly enable the large landholding to ob- 
tain such capital as it employs on a preferential basis, subsidized, 
in effect, by the higher interest rates charged those less favored 
in their ancestral origins. Thus protected by a multi-based and 
hitherto reasonably secure cushion of monopoly profits, the con- 


1°The IBRD report, The Agricultural Development of Colombia 
(1956), pp. 27, 42, 53, is quite explicit in its criticism of the /atifundia 
of Colombia on this count, while Ernest Feder, agricultural economist at 
the University of Nebraska, has written several articles describing similar 
conditions in Chile. 

11 The matter of size is, of course, relative and varies widely from the 
vast holdings of //ano regions to the much smaller haciendas of the 
intermontane valleys of the Andean region. The late Sanford Mosk 
observed, much to the point in this connection, that the great land grabs 
of the late 19th century appear to have aimed as much at “capturing” 
the labor force dwelling on the land as at the land itself—‘Pathology 
of Democracy in Latin America; An Economist’s Point of View,” The 
American Political Science Review (Vol. XLIV, no. 1, March, 1950), 
pp. 129-142. A monopsonistic exploitation of labor, enhanced by a 
culturally derived immobility of labor, therefore substitutes for an eco- 
nomically efficient use of labor. 
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trollers of vast agricultural resources are under correspondingly 
reduced pressure to increase their income by increasing output 
and productive efficiency. Adaptation to changes in market con- 
ditions tend to be markedly sluggish, thanks to the cover provided 
to absorb inefficiency. And with the concomitant tendency for 
profits to flow into luxury consumption rather than reinvestment, 
low capitalization with regard to both intangible and tangible 
forms of capital—i.e., know-how and techniques as well as ma- 
chines—and low levels of productivity prevail in much of the 
sector employing the bulk of the economically active population. 
Lacking cooperant resources, both labor and land are utilized 
only partially in terms of their potential, were additional capital 
and improved management forthcoming. 

Somewhat similar, if less extreme conditions of defective re- 
source use may also be encountered in the fields of industry, com- 
merce, and finance, particularly where the pressure of competition 
is weak. On the whole, though, the organization of productive 
activity in these latter fields is probably much less antiquated than 
in non-export agriculture in general. For this reason, shifts of 
resources out of traditional agriculture into these fields have 
resulted in raising national output and productivity levels, even 
when the new activities are not, strictly speaking, economic in the 
sense of making optimal use of the resources. Further, as indus- 
trial sector ownership income seems also more likely to be 
channeled back into capital accumulation rather than into con- 
sumption (as in traditional agriculture), additional advantages 
have accrued from such shifts. This much, at least, must be 
conceded some of the industrial development efforts of the past, 
and given the realities of the social and political power struc- 
ture, industrialization of this sort may well have been the only 
practicable alternative use of resources even though marginal 
productivity might have been theoretically higher in commercial 
agriculture. 

In their distortion of the pattern of investment preferences, 
the monopoly profits of the /at/fundium have intensified the short- 
age of capital for more socially desirable forms of economic 
activity such as commercial agriculture, infrastructure construc- 
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tion, and industry, while at the same time /atifundium misuse of 
resources has reduced the total potential domestic supply of capi- 
tal to all sectors of the economy. To the extent to which relatively 
inelastic domestic food and agricultural raw materials supplies 
force the economy to meet its growing requirements for these 
items abroad—because of population growth, and the progress 
of urbanization and industrialization—the /atifundia may be said 
to contribute materially to balance of payments pressures, thereby 
undermining the external supply of capital as well. Were this 
the extent of the damage done by the /atifundia, the evidence 
would already suffice for their indictment as a major inhibitor 
of development. The case, however, is not yet complete. 
Along with the extreme concentration of income and wealth 
in the urban sector, /atifundismo has been a principal factor in 
Latin America’s gross failure to develop its human resources— 
as indicated in indices of illiteracy, in the preponderance of un- 
skilled labor, and in the scarcity of managerial talent. The last 
mentioned, particularly acute in the lower and middle levels of 
management, is to be expected in an environment in which only 
a few have anything to manage other than their feelings of hun- 
ger and resentment and in which participation in decision-making 
experiences is narrowly restricted to those on whom the cost of 
wrong decisions does not weigh over heavily. Moreover, the 
tenuous connection which exists for large numbers of participants 
in the rural economy between effort expended and return re- 
ceived—a relation eroded further by tenure security problems 
where tenant farming and share cropping are practiced—is clearly 
responsible for exercising a deadening influence upon the incen- 
tives and initiative of the campesinos.” It goes without saying 


12 Two particularly revealing accounts of the relation of incentives to 
land tenure arrangements are found in the articles by Allan R. Holmberg 
“Changing Community Attitudes and Values in Peru: A Case Study in 
Guided Change,” and Richard W. Patch, “Bolivia: U.S. Assistance in a 
Revolutionary Setting,” in Social Change in Latin America Today (1960). 
The possibilities of awakening rural initiative are also noted in Arthur 
T. Mosher, Technical Co-operation in Latin American Agriculture (1957), 
p. 269, and the ILO’s The Andean Programme (1958). Some years 
back, Carl C. Taylor described the inherent limitations of the system even 


— 
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that the release of a vastly greater supply of initiative, supported 
by appropriate incentives, 1s prerequisite to the society-wide mo- 
bilization of resources for development envisioned in such pro- 
grams as the Alliance for Progress. 

In addition, by denying the rural populace the incentive, the 
discretionary authority over resource use, and the financial where- 
withal to become “‘local boosters,” the /atéfundium severely re- 
stricts widespread grass-roots action of a self-help type to build 
social capital in the form of roads, schools, and other local im- 
provements. And these, of course, are needed to fill out the 
structure of a modern economic system, to raise productivity and 
preserve some measure of intersectoral balance in the growth 
process, and to facilitate the spread of income-increasing influences 
emanating from the leading sectors of the economy. Meanwhile, 
the absentee owners, themselves enjoying comfortable incomes 
and the amenities of urban life in provincial, national, and even 
foreign capitals, exhibit scant interest in directing the under- 
employed resources under their control into the provision of this 
economic and social overhead capital for rural communities. Not 
only would such a redeployment of resources likely involve some 
sacrifice in their current levels of consumption, but also, as they 
correctly perceive, it would almost certainly accelerate the awak- 
ening process by means of which rural people are becoming 
increasingly critical of the prevailing scheme of things. 

Thus it is that the /at?fundia serve to perpetuate the cultural 
and geographical as well as the economic isolation of substantial 
segments of the rural population. With the ensuing conserva- 
tion of archaic tastes and consumption patterns and with the 
insulation of traditional productive organization from changes 
which would spring from a closer contact with the mainstream 


in the relatively modern tenancy practices of Argentina—see his Rural 
Life in Argentina (1948), pp. 190-204. In the United States Operations 
Missions seminar cited earlier, the release of peasant initiative and am- 
bition appears to be the major, perhaps the only, gain realized thus far 
in the Bolivian revolution. The matter of ‘grass roots” initiative is 
crucial in that it provides the only basis for instituting a self-generating 
process of development which can continue without central government 
direction or the stimulus of foreign assistance. 
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of modern economic life, social or cultural dualism is reinforced 
to the detriment of national integration and general economic 
advance. A well-known example of these consequences, applic- 
able to non-agricultural property concentrations as well, is the 
effect of such an institutional framework on the distribution of 
income. By throttling the growth of mass purchasing power, 
it has reduced the attraction of investment in local industry and 
commercial agriculture catering to the national market, in par- 
ticular restricting the realization of potential economies of scale. 


To be sure, the traditional hacienda, the type of latifundium 
we have been discussing, must be carefully distinguished from 
another, in some ways quite different, form of large landholding: 
the modern commercial plantation or ranch. This, like many 
of the new factories, applies modern capital and know-how to 
attain a high level of productivity, especially in the export sec- 
tors. In this latter area there can be little quarrel with the 
overall organization of production, and the Latin American na- 
tions would be ill-advised to indulge in poorly conceived agrarian 
reform programs which might impair these pockets of strength 
in the process of coping with the backward units. Even here, 
however, one may properly ask if the distribution of benefits and 
incentives is altogether as socially advanced as the technology 
and techniques.*® It is quite possible that in many instances— 


18 Tt is only within the past two or three years, for example, that the 
W. R. Grace Company, an acknowledged leader in Latin American 
commercial agriculture, has introduced a more modern and scientific sys- 
tem of job analysis, incentive remuneration, and promotion into its opera- 
tions on the Hacienda “‘Cartavio” in Peru. Most other enterprises lag 
far behind in this respect. In general, the past commercial efficiency of 
the plantation enterprises has mainly derived from favorable iand re- 
sources, managerial skill, and relatively high levels of capitalization in 
key processes combined with large inputs of cheap undifferentiated labor. 
Like the haciendas, they have also often been monopsonistic purchasers 
of labor, and while they have not uncommonly paid higher wages than 
were available to labor elsewhere in the agricultural sector, the paucity 
of alternative employment opportunities combined with the presence of 
altrnative investment opportunities for the capital employed has tended 
to restrict the degree to which labor could participate in the benefits 
of the enterprise. Thus plantation activity has tended to reproduce the 
income distribution pattern of the hacienda as well as to repeat its con- 
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though there are notable exceptions—the role which labor per- 
forms in the total pattern of relations in the modern agricultural 
enerprises is almost as much in need of an overhaul as on the 
more obviously backward holdings. The Cuban guajiro, we 
may recall, has not been conspicuous as a defender of the “effi- 
cient” sugar companies of the past, whatever his views on the 
new socialism which has replaced them. Moreover, the preva- 
lence of labor unrest, the readiness of workers to walk out on 
sympathy strikes and to follow extremist leadership in the urban 
industrial sector would seem to indicate that the problem at hand 
is by no means exclusively a rural one.* In the context of present 
conditions, indeed, investment in such an overhaul—in devising 
a more satisfactory pattern of inter-group relations and cultivat- 
ing a deeper commitment of all concerned to the undertakings 
in which they work—such an investment must properly be viewed 
as a necessary supporting outlay to make investment in plant and 
equipment a sound long-term program. The economic penalty 
for neglecting the area of human relations, for the continuing 
failure to recognize that ultimately social costs must be covered 
as well as firm costs if an economic system is to remain viable, 
is writ large in recent Bolivian and Cuban history. Extensive 
and recurrent work stoppages,”® property damage and destruction, 
and contraproductive low levels of worker morale are, therefore, 
only minimum expressions of the costs the Latin American econ- 
omies are bearing today as a result of past indifference in this 


field. 


strictive influence on the distribution of incentives. Though the situation 
is changing on the more progressively managed plantations, particularly 
during the past decade, they have historically left human resources almost 
as underdeveloped as elsewhere in the agricultural sector. 

14 To cite only one example, a disagreement between management and 
labor in a shoe factory in the Lima-Callao industrial complex during the 
summer of 1961 precipitated sympathy shut-downs in highly produc- 
tive metal fabricating and basic chemical plants. In the same country, 
conflicts in one sugar plantation have commonly led to a paralysis of 
operations for other producers as well. 

15 In Chile, the 4,000 workers at the Huachipato steel mill were on 
strike for over a month during the summer of 1961. A glance at the 
heading, “‘labor strikes,” under each country in the annual index to 
the Hispanic American Report reveals the prevalence of labor unrest. 








14 INTER-AMERICAN ECONOMIC AFFAIRS 


The problem of the minifundia, the uneconomically small 
property holding, need not detain us long, for the terrible poverty 
to which it gives rise simply reproduces many of the deficiencies 
described in the sketch of the /atifundia. For a number of rea- 
sons the two phenomena must be considered jointly, and not 
only because the problem of over-crowding on small plots fre- 
quently co-exists with the rather large tracts on the haciendas 
exploited, if at all, on an extensive rather than an intensive basis. 
Together they constitute a system in which there is little room 
for the healthly growth of those important ancillary agricultural 
institutions of marketing, finance, and extension services in which 
Latin America is so notably lacking—just as the concentration of 
economic power in non-agricultural sectors has retarded the elab- 
oration of an efficient money and capital market and the devel- 
opment of other financial and marketing structures necessary for 
the mobilization of resources and the facilitation of factor mo- 
bility. One among several consequences of this situation is an 
accentuation of the difficulties presented by unstable prices for 
those export commodites for which there has been developed a 
fairly elaborate organization of international marketing channels. 
Equivalent alternative facilities for producing and handling other 
products are not available, for reasons noted above, and the 
general structural rigidities of the backward agricultural system 
have made impossible those relatively quick shifts of resources 
necessary to enable the Latin American countries to adapt their 
product mix more effectively to changing market conditions. In 
the absence of real reforms designed to provide a more resilient 
and economically serviceable system of agriculture and other 
production, the U.S. has been, it could be argued, properly chary 
of commodity price stabilization schemes. However, necessary 
they may be to enable Latin American countries to engage in 
long-term planning for restructuring their economies on the basis 
of reasonably certain external resource availabilities, there is the 
very real danger that combined with the existing organization 
of production in the Latin American economies, they might mainly 
tend to preserve uneconomic activity and to reinforce the un- 
tenable present distribution of wealth and income.* 
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Grave though the aforementioned deficiencies of a Jatifundia- 
minifundia system may be, there is another which is possibly 
even more significant. Together the two conditions create such 
an unsatisfactorily low general level of security and such glaring 
contrasts with the fortunate few in this respect, that the rural 
population, lacking any meaningful stake in present economic 
arrangements, has become a continuing source of discontent, 
unrest, and political instability.” Again, one finds a peril-fraught 
counterpart in the economic disenfranchisement of a large per- 
centage of the urban inhabitants, who are, to boot, often even 
more significant counters in the national game of politics. Lack- 
ing education and therefore unable to distinguish between the 
two, the desperate campesino (and his city cousin) is as much a 
customer for the unwise extremism of the demagogue as he is 
for economically sound changes proposed by responsible and com- 
petent reformers. The costs of such a situation, it must be 
noted, are substantial. Capital flights are encouraged, with en- 
suing intensification of capital shortages in the domestic econ- 
omy.’ Foreign investment activity, now quite sensitive to such 


1° The acceptance by the United States of the principle of interna- 
tional commodity price stabilization at the Bogota conference of 1960 
and the Punta del Este meeting of 1961 seems to stem from the delib- 
erate linking of such proposals to a program of social and economic 
reform and development programming which would, if successful, over- 
come some of the adverse repercussions which might well have ensued 
from such attempts in the absence of this larger relationship. Even so, 
it is noteworthy that the New York Times could report in its issue of 
6 August 1961, p. E4, that in the impending Punta del Este meetings 
the Argentine delegates appeared to be interested primarily in trade and 
industrial development and the Brazilian and Colombian delegates seemed 
mainly concerned with obtaining U.S. participation in the International 
Coffee Agreement, preferring this source of income without strings, to 
loans which would carry conditions. 

17 Even in Chile, where a relatively small portion (30% in 1950) of 
the economically active population is in agriculture, a dangerous situa- 
tion seems to be developing from government procrastination in land 
reform and instituting a more equitable tax system. According to in- 
formation reported in the New York Times of 3 August 1961, p. 9, 
communist agitators appear to be making deep inroads among increasingly 
restive farm workers, and the Catholic clergy, the Christian Democrats, 
and the Radical Party have been attempting to impress the government 
with the need for immediate action in this area. 
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conditions, is deterred.*® A high liquidity preference and high 
risk premiums in interest rates rule out a multitude of desirable 
investment projects, and there is an understandable disinclina- 
tion to commit capital on a long-term basis to industry, agricul- 
ture, and public utilities. All these, of course, work directly 
counter to the accomplishment of those objectives which are 
central in a development program and depress the level of out- 
put in a considerable if not precisely measurable extent. Yet 
it is only within the context of a generally expanding range of 
economic opportunity that hope for an ultimate solution of 
rural and urban minifundismo lies. 

Faced with such perplexing problems, a number of the Latin 
American republics appear to be placing their major hope in 
“new lands” programs to cope with the third aspect of the land 
problem, with the idea that eventually such a tactic will, in a 
sort of “trickle down’ process, contribute to the solution of 
latifundismo and minifundismo and, hopefully, serve as a dis- 
traction or deflector of discontent in the interim.*° To a lesser 


18 According to recent estimates, Latin American owners of capital 
have deposited some $11 billion abroad since World War II, over $2 
billion of it since the rise of the Castro regime in Cuba. The figure 
is an interesting one in view of the fact that during the same period, 
U.S. direct private investment in the area increased by only some $4-5 
billion. The Mexican publication, Comercio Exterior (Vol. XI, no. 8, 
August, 1961) pp. 455-456, estimates that the total amount of Latin 
American foreign deposits may be equivalent to half the entire amount 
of resources needed to finance the decade-long Alliance for Progress 
program. 

19U.S. capital outflows to Latin America declined from a peak of 
$1.1 billion in 1957 to $218 million in 1959 and only $95 million in 
1960 (Foreign Commerce Weekly, Vol. 66, no. 10, 4 September 1961, 
p- 7). Most of the decline is attributable to conditions in the world 
petroleum market which discourage new investment in that field in 
Venezuela and to completion of the heavy initial investment period in 
such large minerals projects as Marcona and Toquepala in Peru. The 
notable rise in applications for foreign investment protection under the 
investment guaranty program suggests, however, that a portion of the 
fall may reflect concern over political stability in Latin America. 

20 Thus it is that Guatemala has emphasized settlement projects on 
the Pacific piedmont, Colombia has been almost exclusively concerned 
with opening the //anos and other new regions, Ecuador has concentrated 
on colonization of the coastal plain, and Peru has looked to the ceja de 
montana of the east. 
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extent, the pell mell drive to establish new industries plays a 
kindred role in the urban sector, though there are, it must be 
conceded, broader justifications for it as well. 


As part of a long-range solution, colonization and resettlement 
programs are, of course, indispensable. But because they are 
also enormous users of capital,”* they are, in the capital-short 
economies to our south, necessarily long-term undertakings and, 
as a central strategy, more appropriate to a somewhat later stage 
of development in which higher levels of output will have made 
capital relatively more abundant. Given the pressing urgency 
for tackling the problem of backwardness and unrest im situ, as 
it were, and where many experts feel there still exist considerable 
opportunities for increasing output with comparatively less in 
the way of capital inputs,” it is difficult to escape the conclusion 
that in most of the ‘“‘new lands’ drives, the priorities, both 
economic and political, are confused and that the hacienda must 
be dealt with directly first of all. There is no intention of imply- 
ing in this connection that agrarian reform an land redistribution 
are synonymous, for the former is a much broader and eco- 
nomically more significant concept embracing such factors as 
agricultural education and extension work and improved credit 
and marketing facilities, all of which must be developed to relate 


21 Because of the nature of presently unoccupied lands in the public 
domain—lands which remained after most of the area of commercial 
and speculative value had been privately appropriated in the 19th cen- 
tury—colonization most often involves heavy outlays on long distance 
roads, communications facilities, land clearing, drainage or irrigation, 
disease and pest control, civic facilities, housing and the like. 

2 In Holmberg, op. cit., p. 86, reference is made to the experience at 
Vicos where a few relatively simple innovations resulted in more than 
doubling the potato yield in a year’s time, with greater increases there- 
after, and elsewhere in Peru a few experiments have tended to suggest 
that the output increases at Vicos were not unique, that substantial gains 
in agricultural production are possible with the application of fertilizers 
and insecticides even in the highland areas. Appreciable increases in 
corn production have been obtained in Mexico through the work of the 
Mexican Corn Commission and the Rockefeller Foundation in intro- 
ducing improved varieties to farmers in that country, and in Venezuela, 
domestic poultry and egg production expanded rapidly in two or three 
years to supply the domestic market requirements. 
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land reform to greater productivity. Some of the objectives of 
agrarian reform can, of course, be attained by measures other 
than redistribution of ownership such as the imposition of land 
taxes designed to force idle land into cultivation and the passage 
of tenure security laws. Land redistribution alone, particularly 
in so far as it brings about an uneconomic fragmentation of the 
units of cultivation would very probably make the agricultural pic- 
ture even darker than it is in Latin America. Yet, all things con- 
sidered, there is much to be said for a non-doctrinaire sort of 
redistribution of land into medium-sized family farms and into 
cooperatives, where this is at all feasible, as a central component 
of a larger agrarian reform program.” For one thing, as Pro- 
fessor Penn has observed, in the reference cited earlier, in a 
land based society such as prevails in much of Latin America, 
land ownership is, to an important degree, ownership also of 
government and consequently ownership of the right to make 
and administer laws and to control the direction of social invest- 
ment. As such, he goes on to add, “campesino ownership of 
land is both the symbolic and the real source of a new kind of 
life.” A radical reform in the original meaning of that term, 
redistribution serves therefore to diffuse power in Latin Amer- 
ican societies, reinforcing the inroads which urban participation 
in democratic political processes have already made into the 
power position of the traditional landowning oligarchy. In so 
doing, it contributes to the formation of an institutional frame- 
work more conducive to introducing the broader range of mea- 
sures comprising agrarian reform: for example, the introduction 
of rural education programs, the diffusion of incentives and the 
awakening of the achievement motivation among the rural popu- 
lation, the imposition of land taxes to encourage more intensive 
exploitation and to capture economic rent for social purposes— 
measures which have long been blocked by the strong vestigial 
position of landed interests in the domestic power structure.” 


28 The present U.S. trend toward larger, capital intensive agricultural 
units may be irrelevant to the determination of the economic size of 
Latin American units, given the markedly different factor endowment 
of the region. For many of the countries, Japanese experience might 
possibly be a more useful point of reference. . 
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In short, an “hacienda first” program makes sense on a number 
of grounds: as a remedy for its own inherent economic and social 
weaknesses, as a means of partially alleviating the problem of 
minifundismo in some areas, and as a way of generating the 
wherewithal for the extension of cultivation into new territories.” 
Not least in importance would be its contribution to reducing 
the levels of uncertainty in the general economic environment 
and setting the stage in which economic modernization could 
proceed in a more propitious and tranquil climate.** The author 
is inclined to feel that this latter effect was perhaps a major 
advantage which Mexico enjoyed during the remarkable progress 


** For all its defects and the problems of the environment within which 
it took place—see, for example, the excellent discussion, ““The Economic 
Development of Bolivia,” in the Economic Commission for Latin Amer- 
ica’s Economic Bulletin for Latin America, Vol. Il, no. 2, October 1957, 
pp. 19-72—the Bolivian revolution has done much to enlist the loyalty 
and strengthen the self-confidence of the Bolivian peasant, as the recent 
Life magazine series on Latin America recognized. The previously 
cited USOM seminar on Latin American land reform reports that ‘The 
peasant in general and the youth of the nation in particular have shown 
insatiable interest in education since the establishment of Agrarian Re- 
form. Up to 1951 there were only 1934 rural schools, with 2809 
teachers and an attendance of 49,400 pupils. By the end of 1959 there 
were 4452 rural schools, with 6089 teachers and 158,000 pupils. This 
represents an increase of 130%, 117% and 220% respectively. A large 
number of these schools have been constructed through the initiative 
of the peasants themselves, without State aid.” (emphasis supplied by 
author). In this assessment, two factors of particular significance stand 
out: the new emphasis on developing long-neglected human resources 
(which probably constitutes the only real hope for the long run solution 
of Bolivia’s peculiarly difficult problems) and the almost unheard of 
appearance of local initiative in a cultural environment long noted for 
its excessive dependence on initiative supplied by (a) a few dynamic 
members of the elite, (b) foreign entrepreneurs, and (c) the State. 

*5 Another strategic value of “hacienda first’? approach—its intimate 
eelation to welfare levels—will be mentioned later in this paper. 

6 United States aid has been generally held to be a mainstay of the 
present Bolivian government, and undoubtedly it has served materially to 
arrest the deterioration of conditions in that country. Yet, even with 
this substantial external assistance, it seems not unreasonable to suppose 
that the weakness of the economy and the obstructionist tactics of union- 
ized miners would long since have brought down the government were 
it not for continuing loyalty of the peasants to the regime. 
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it has made during the past two decades, and it is noteworthy 
that many observers feel the post-war Japanese agrarian reform 
has been a primary factor in holding extremism in check in that 
country. As a pragmatic argument for the “hacienda-first’” ap- 
proach, one needs hardly be reminded of the debacles which 
ensue when impatience outruns procrastination in reform and 
unplanned or unsound agrarian change takes over. 


As mentioned earlier, the industrial expression of the “new 
lands” agricultural programs, the establishment of new indus- 
tries, rests upon a somewhat more valid rationale. In the first 
place, the fostering of new enterprises to compete with the old 
constitutes the industrial equivalent of breaking established mo- 
nopolies in land. And given the relatively more highly developed 
nature of the markets in which industry operates, it is probable 
that an increased degree of competition there will, sooner than 
in the agricultural sector, bring effective pressure to bear for 
improved resource use and a wider diffusion of economic ben- 
efits. In the second place, a widening range of industrial users 
is essential for reducing units costs of the expensive economic 
overhead capital required by a modern society. And, in the 
third place, because of the interrelatedness of an industrial 
system, the new industries are apt to strengthen the economic 
position of previously established undertakings by a feedback 
through other external economies, though diseconomies of scale 
may arise as well. Finally, in view of the relatively greater 
mobility of labor and other resources in the urban sector, new 
industrialization is likely to have a far quicker impact upon the 
problem of urban “snifundismo” than the new lands programs 
in agriculture will have on rural minifundismo. Still, though 
the importance of continuing and accelerating the pace of in- 
dustrialization cannot be gainsaid, even here the “hacienda first” 
type of approach has much to commend it, at least as a matter 
of relative emphasis in the years immediately ahead. That is 
to say, as much if not more headway may be made by intro- 
ducing well-conceived reforms into existing industrial and 
commercial enterprises as in concentrating all efforts on devel- 
oping new plants. It is just possible, too, that a failure to 
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reform the existing urban industrial sector could result in a 
situation in which the very process of establishing new indus- 
tries could be jeopardized. 

Just as the experience at Vicos and elsewhere has given evi- 
dence of the amount of slack which can often be taken up in 
the agricultural sector with well-designed organizational changes 
and the introduction of comparatively simple technical innova- 
tions, the industry studies which have been made to date sug- 
gest that in many of the established industries in Latin America, 
a substantial potential exists for increasing the efficiency with 
which present capital and labor resources are employed.’ Ac- 
cordingly, for some years a concerted program to raise produc- 
tivity levels in these enterprises may be as important a source 
of the increased output desired as increments to capital stock 
in the form of new investment in additional enterprises. In 
other words, widespread improvement in the capital-output ra- 
tios prevailing in installed productive capacity might provide 
at least as much additional growth in output as further additions 
to capital stock through new investment. And in view of the 
difficulties of mobiljzing new capital, the point takes on special 
significance when one considers the preeminent position of busi- 
ness savings as a source of investment funds in many, if not 
most, of the Latin American economies.** At the same time, 


27 A case in point is furnished by the experience of a large interna- 
tional concern engaged in the production of soaps, detergents, oils and 
related products. After recently acquiring an interest in a relatively 
modern domestically-owned company in one of the South American 
republics, it conducted an audit of the records of the firm and found 
almost no accounting data on production costs and profits on the various 
items produced nor any statistical information on the amount of each 
item sold to various market areas in the country. According to a con- 
sulting accounting firm in the same country, very seldom is cost account- 
ing employed as an instrument of managerial control and decision- 
making. Similar examples from this and other countries are legion. 

28 Pan American Union, Financing of Economic Development in Latin 
America. (1958), pp. 184-188. Efforts to develop capital markets in 
countries lacking them at present, while essential, are nonetheless in the 
nature of long range undertakings, because of the distribution of income 
(which means that few have anything to invest), because of the in- 
adequacy of the laws requiring public disclosure of business information 
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such a program of action would lead more certainly to a more 
economic use of available resources and, thereby, to putting 
the industrial base on a sounder long-term footing than the 
head-long rush to promote new industrial activity at almost 
whatever cost. 


Quite as important as the strictly economic benefits of these 
productivity increases, however, are the social implications of 
the programs which lead to that end. Not only do they require 
an improved caliber of management of things. They depend 
also upon the creation of a more productive and cooperative set 
of relations among people and groups within the firms and in- 
dustries.** If the insights of industrial sociology and industrial 
psychology have any meaning at all, it is that such factors as 
worker morale and the creative enlistment of the loyalties of 
worker participants in the productive process to that process are 


and laws protecting minority stockholder interests, because of the low 
income levels and the high propensity to consume, and because of the 
slowness with which investment preferences are apt to be changed away 
from the prevailing tendency for personal savings to go into hoards, 
real estate, and foreign assets. It is, accordingly, difficult ordinarily to 
direct income generated outside the industrial sector, or accruing to 
others than the firms themselves within that sector, into industrial capital 
formation. Given the singular importance of established enterprises as 
savers of income in the domestic scene and their central role as investors 
of savings in capital for production, measures such as productivity cam- 
paigns which increase the income of these units are also most apt to 
increase real capital formation—especially when combined with a tax 
policy like that of Mexico which exempts a portion of reinvested profits 
from the income tax. 

2° The personnel policy followed by the Hacienda “‘Tuman’’, a sugar 
producer in northern Peru, is illustrative of several points in this paper. 
On the one hand, an unusually enlightened paternalism on the part of 
the Peruvian owners of the plantation has produced, during the past 
decade, an elaborate housing and welfare program for the workers which 
has enabled the plantation to continue operations when neighboring plan- 
tations were closed down by bitter strikes. On the other hand, the 
European production managers of the firm state with conviction their 
belief that the more humane treatment of labor and the closer rapport 
established between workers and management are factors which give 
the hacienda an advantage in productivity levels over other plantations 
operated with a native management inclined to approach day-to-day labor 
relations with the traditional class attitudes of Peruvian society. 
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vital ingredients which bear rather directly upon the level of 
firm productivity. If these ingredients are intangible in nature, 
they none the less produce quite tangible results. Additionally, 
because action in this area, if it is to be genuinely effective rather 
than a counterfeit waste of time, must include a restructuring of 
incentives, a fuller involvement of the worker in the total activ- 
ity of the going concern, and a meaningful participation in 
ensuing benefits, the reform of human relations in industry may 
be expected, in time, to contribute materially to the spread of 
initiative and the wider diffusion of income and wealth *’— 
without the substantial losses to both objectives incurred when 
the total burden for accomplishing them falls upon the cumber- 
some machinery of the State or the impairment of the former 
when private paternalism is the tempering factor. And by 
establishing a continuing dialogue between capital and labor par- 
ticipants in the economic process and in developing channels 
for the sharing of information of common interest, the implemen- 
tation of modern concepts of industrial relations would do much 
to enhance mutual understanding and foster a greater sense of 
responsibility on the part of both groups.** The weakness of 
the general welfare concept in Latin America today is, perhaps, 
attributable in large part to the virtual absence of institutional 
arrangements for bridging social chasms and bringing groups 
together to perceive and develop the interests they have in com- 
mon. 





30 A broader distribution of wealth and income in the urban sector 
along with a similar change in the rural sector is, as noted earlier, a 
necessary measure for widening the markets for industrial output, par- 
ticularly in those goods the production of which tends to be characterized 
by economies of scale, and increasing the inducement for industrial 
investment. Higher and more broadly distributed urban incomes should 
also serve to increase the demand for a more diversified agricultural out- 
put, thereby facilitating the shift to more intensive patterns of land use. 

*1 Some of the difficult problems which are encountered in this area 
are ably discussed in William F. Whyte and Allan R. Holmberg, “Human 
Problems of U.S. Enterprise in Latin America,” Human Organization 
(Vol. 15, no. 3, Fall, 1956). The chapter on ‘‘Management in Chile” 
in Frederick Harbison and Charles A. Myers, Management in the In- 
dustrial World (1959) is also instructive. 
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Lest it be believed for a moment that all this is a somewhat 
irrelevant idealism, one need only reflect for a moment on two 
very concrete facts which demonstrate the overriding necessity 
for taking immediate steps to build what John R. Commons 
once called a climate of “industrial goodwill.” ** One of these 
is the undeniable evidence that it is not only the unemployed 
who are restive today in Latin America. Hence, a development 
program which focuses almost entirely upon investment expan- 
sion to put the idle and the partially idle to work will do little 
to eradicate the widespread manifestations of discontent among 
those already employed under unsatisfactory conditions. And 
the quite real costs of this malaise will continue to undermine 
the best efforts of development planners in the future. As sug- 
gested earlier, and the point merits repetition, an environment 
in which high and uncertain production costs result from fre- 
quent strikes and slowdowns and in which the threat of violent 
change is ever present is scarcely conductive to attracting new 
foreign capital nor, for that matter, to keeping domestic capital 
at home. Anomie and alienation, in other words, and the de- 
humanized treatment of workers as merely passive factors of 
production find economic translation in a multitude of ways. 
Apart from those mentioned already, they include higher mini- 
mum profit margins necessary to induce the risky commitment 
of funds to real investment, poorly conceived and anti-economic 
grab bags of social legislation hastily thrown together to appease 
the popular hunger for justice, and wastes in planning and 
project development which arise from an inability to follow 
public works programs through to completion from one admin- 
istration to the next. 


The other hard fact to consider is that even the most effective 
development programs cannot work miracles overnight. To the 
extent that social unrest is a simple function of low income 
levels, the prospects for democratic, orderly change in Latin 
America are not bright. Or, if one assumes that social discon- 
tent is a product of the increased awareness of poverty through 


82 John R. Commons, Industrial Goodwill (1919). 
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increased knowledge of societies which are rich, the outlook is 
even dimmer, for international contacts will surely bring this 
information to broader segments of the Latin American popu- 
lation as time goes on. Assume for the moment that the econ- 
omies can manage to lift per capita income by the hoped for two 
to two and one-half per cent annually, an aggregate statistic 
which conceals the fact that some incomes may be increasing 
much more rapidly while others, probably large numbers of 
others, will grow less quickly. It should be obvious that with 
the low income levels prevailing for most of the population to- 
day, it will be decades before the specter of poverty is banished. 
With such growth rates, for example, the person now receiving 
$200 per year will, after 40 years, be receiving from $440 to 
$536. Possibly by that time he will feel ‘in the chips,” but 
given the elasticity of human expectations once they begin to 
expand, one is inclined to doubt it! 

On the other hand, as the U. S. Senate study on Latin Amer- 
ican economic problems perceptively observed,** some of the 
important components of economic welfare—such things as bet- 
ter health, greater economic security, improved quality of com- 
modities and services, elimination of the extremes of poverty, 
improved working conditions, a feeling that one is being treated 
as fairly as others—these components of welfare are not reflected 
in per capita output figures. ““Yet’’, as the study went on to note, 
“these are elements of progress which may be felt directly and 
which create more of a feeling of economic progress than do 
some of the elements which constitute a rise in per capita GNP.” 
In short, while the best available purely economic policies will 
necessarily take years to effect meaningful changes in income 
levels, other quite important elements of economic welfare are 
susceptible to quicker increase through “‘social reform’’-type meas- 
ures, which themselves need not require heavy expenditures so 
much as organizational changes and which can be designed, 
moreover, in some cases to provide strong incentives for produc- 
tivity.°* To the extent, therefore, that these measures are pushed 


83U.S. Senate, Subcommittee on American Republics Affairs of the 
Committee on Foreign Relations, op. cit., pp. 599-560. 
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vigorously and in ways which reinforce rather than impede the 
economic task of expanding output, the general level of economic 
welfare may be increased more rapidly than the per capita in- 
come level alone. In fact, the very increase in non-income 
elements of welfare early in the development effort may, through 
its stabilizing effect, in turn assist decisively in the longer-term 
task of elevating per capita output.*° Short of totalitarian meth- 





*4 With reference to agriculture, Arthur Mosher, op. cit., p. 263, has 
emphasized that “land ownership apparently is a significant factor in 
rural welfare for every family that experiences it, quite apart from the 
eeconomic efficiency of farming. Therefore, efficiency in production is 
not the only objective to be sought in a system of land tenure.” In cor- 
roboration of the point, the geographer Oscar Horst of Western Michigan 
University has observed that in the Guatamalan highlands small tracts 
of land are often valued by their owners far in excess of the capitalized 
value of their output, ranging up to over $1000 per acre in some cases. 
The difference between capitalized earnings value and the value set by 
owners seems to be not so much a speculative valuation as a rough 
indication of the status and security components of economic welfare 
deriving from land ownership. Thus, to some extent, land redistribution 
constitutes a technique for advancing the level of welfare even more 
rapidly than the level of per capita income. In both the urban and 
rural portions of the economy, the argument for emphasizing non-ma- 
terial aspects of economic welfare—particularly for improving human 
relations as a major component of social reform—draws support from 
the available anthropologic al analyses of Latin American culture, for it 
appears that in the neo-Iberian scheme of values a much greater weight 
is attached to satisfactory interpersonal relations than in “the more de- 
personalized or impersonal system of relations prevailing in North 
American business and economic life. 


** Prior to his resignation, the vigorous anti-corruption campaign of 
President Janio Quadros was credited by some observers with enlisting 
sufficient public support to enable him to begin the painful tasks of cur- 
rency stabilization and reorganization of the system of public administra- 
tion without popular revolt—New York Times, 2 August 1961, 2. 
It seems likely that no small part of the difficulty of the Argentine 
government in coupling an austerity program with measures for economic 
recovery stem from a situation such as that described in a dispatch dated 
1 January 1961, of Juan de Onis to the New York Times. At a time 
when retrenchment had cut deeply into working class living standards, 
600 luxury automobiles from an international automobile salon were 
autioned off to affluent persons at prices ranging from $8000 for small 
European sports cars to $50,000 for a Cadillac sedan. Tax measures 
designed to curtail drastically this and other forms of conspicuous con- 
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ods of compulsion, deceit, and constraint, there may well be no 
other strategy that will work for most of contemporary Latin 
America if social dissolution is to be averted. Social reform, in 
other words, is no longer simply a desirable concomitant of 
growth in output. It is, or is rapidly becoming, a prerequisite 
of growth—as much an integral part of a development program 
as any instrument of monetary control or any tax measure. 
Perhaps the point can best be underscored by reference to an 
economic report recently recently submitted to one of the South 
American governments by a team of U. S. experts. A thoroughly 
competent piece of economic analysis, the report leads off with 
the statement that the 
national effort for economic development must 
be as quick and as sweeping as a mobilization for 
war. Like a war effort, it must have the support 
of all sections of the nation. Unless the spirit of 
the national effort is grasped by labor and busi- 
ness, by farmers, miners and city workers, by all 
classes and political groups, the chances for suc- 
cess will be small.*® 


Then, without further elaboration of the point, except for a 
later casual reference to the desirability of “placing less imme- 
diate emphasis on expenditures for socially-motivated projects,” 
the report goes on to describe an excellent comprehensive pro- 
gram for development. For all the care in its formulation and 
the beauty of its logic, it is, however, a program which clearly 
depends for its successful accomplishment upon the prior or at 
least concurrent establishment of a social environment conducive 
to the concerted social effort referred to so airily on the opening 
page. It is all very good to exhort “all together now, boys,” 
and the observation that all social groups must pull together in 
patterns of productive cooperation has the indisputable ring of 





sumption would probably contribute appreciably to social stability as well 
as to a strengthening of the fiscal system and an improvement of the 
allocation of resources from a social point of view. 

6 Arthur D. Little, Inc., A Program for the Industrial and Regional 
Development of Peru (1960), p. xv. 
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truth. It is, in addition, a heartening indication of the progres- 
sive sophistication of economic analysis that explicit, if passing, 
mention is accorded the fact that production is after all a matter 
of human behavior. But in a society historically rent by deep 
social cleavages with mutual mistrust and misunderstanding 
abounding, in a society in which neither an effective national con- 
sensus exists nor operable mechanisms for developing the same 
have been built, in a society ‘getting the boys together” in the 
first place may not only be the first step but also the most diffi- 
cult measure to “pull off” in the whole development program. 
The “boys,” indeed, may not even wish to get together unless 
they can be shown in a convincing manner that there is some- 
thing worthwhile in it for all of them, and not only in the 
remote future, and unless they come to realize that only by get- 
ting together can they hope to attain that something.*’ 


As it happens, the society to which these laudable sentiments 
were addressed is one which only recently has begun to move 
into the industrial age at an accelerated pace. It is one which 
already has begun to feel the profound dislocations that such a 
transition has almost always wrought in the traditional fabric of 
life—dislocations exacerbated, here as elsewhere, by the assidu- 
ous efforts of communist agitators and other demagogues to 
make a bad situation even worse. The accumulated resentments 
of the past and the prevailing ignorance of the population— 
itself a measure of past failures to invest sufficiently in educa- 
tion—have created a situation in which there is little popular 
comprehension of the value of sound economic policies and the 
benefits they may ultimately bring.** It is not surprising, there- 


*7In his report to the President following his trip through South 
America in the summer of 1961, Ambassador Adlai Stevenson recognized 
the existence of fear of rebellion and revolt as a distraction to long 
range planning and stated that the most immediate need in Latin Amer- 
ica was that of stimulating popular confidence and enlisting the coopera- 
tion of all classes, to which end, he added, the poor need to be given 
real hope, to know that they will receive the major benefits and fairly 
quickly. 

88 Premier Beltran of Peru, whose policies have, on the whole, been 
economically beneficial in so far as they go, has several times referred 
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fore, to find there a particularly virulent political combat, with 
personalities more prominent than principles and with the idea 
of a general welfare submerged amid narrowly partisan interests. 
Owing to the primitive state of public intelligence, even the most 
outlandish notions enjoy a receptive audience,*® and prevarica- 
tion and distortion are effectively employed as regular political 
tools. As it has done elsewhere in Latin America, the power 
struggle among social groups is fueling the fires of inflation, and 
collective bargaining procedures have broken down and given 
way to politically inspired settlements with an eye on impending 
national elections. A desperate government, faced with the de- 
velopment need for calling forth a greater national effort in 
production but faced also with the political need to stay in of- 
fice, not unexpectedly opted for the latter. To assuage popular 
unrest and lacking more constructive alternatives carefully worked 
out in advance, it could do no better than to hand out more 
holidays to a labor force which already has more vacations than 
have most of the world’s working people and to add still further 
social charges to a system already ill-adapted to the exigencies 
of industrialization and to the needs of the labor force itself. 
The difficulty of passing and implementing sound economic pol- 
icies and the effects of unsound policies must, therefore, be 
chalked up as yet another cost of social backwardness. 


If developing a milieu conducive to concerted social action 
turns out to be an extraordinarily complex task, it remains nev- 
ertheless the most urgent task of the day. Moreover, it would 
seem to be the clear responsibility of all social scientists working 
in the field of development, economists and others alike, to come 
up with something more than simple exhortations to cooperate. 


to himself as the most hated man in the country—a distinction which is 
not altogether a matter of hyperbole in view of popular miscomprehension 
of his policies. President Frondizi’s recovery program in the Argentine 
has frequently been similarly attacked. 

8° The Accion Popular proposal for a “marginal road’ around the 
Amazonian jungles is an excellent case in point. Starting, traversing, 
and ending no where so far as contemporary economic significance is 
concerned, it would consume vast quantities of resources in a country 
still largely lacking adequate highway facilities in the settled areas. 
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This being the case, it appears almost as a categorical imperative 
that analysts from the several disciplines—especially economists, 
cultural anthropologists, and sociologists—collaborate far more 
closely than they have in the past to devise and assist in the 
implementation of workable institutional innovations which com- 
bine both economic and other social objectives in an optimal 
mix and which involve broader segments of the population in 
a more active participation in the total economic and social 
activity of the community.*° 

In this critical field of action the emphasis might well be on 
such measures as community development programs, the estab- 
lishment of family farms and guided or assisted agricultural 
production and marketing cooperatives to replace the haciendas 
and minifundia, and the vigorous promotion of credit unions and 
mutual savings community banks. The initiation of modern 
productivity-oriented profit-sharing plans in industries and on 
commercial plantations, with perhaps some careful experimenta- 
tion leading towards co-determination in management in the 
larger firms, also appear to have much to recommend them for 
high priority consideration. At a somewhat different level, the 
creation of industry councils bringing management and labor 
interests together, reinforcing a similar dialogue within individ- 
ual firms, might help to bridge the social distance which has 
inhibited cooperation between them in the past. Finally, the 
development of an effective mechanism for the collaborative 
guidance of the whole economy would seem to be indispensable 
for lifting crucial areas of national policy as far as possible above 
debilitating partisanship. Possibly, such an organization would 
involve the continuing participation of the major social, eco- 
nomic, and political groupings along with technical experts and 
would maintain a close rapport with the public through organi- 


*° Undoubtedly much of the domestic success of the Castro regime in 
Cuba and much of its appeal throughout the Latin American region 
(despite its oppressive features and Soviet bloc assistance) lies in its 
initial social reforms and the degree to which it has brought, for the 
first time in Cuban history, the hitherto neglected rural elements into an 
apparent participation in national life. 


- 
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zations, educational institutions, and the media of communication. 
The list of these institutions, one need hardly add, is only in- 
tended to be suggestive of the sorts of arrangements which com- 
bine economic and social objectives. 

It is true that none of these suggestions is, in general terms, 
novel. Some of them have even been introduced on a limited 
scale in Latin America itself.** The remarkable Fr. Daniel Mc- 
Lellan has, for example, achieved a near miracle by dint of hard 
personal effort in introducing credit unions to Peru.” Yet, peo- 
ple of the caliber and talent of the Maryknoll missionary are 
themselves a scarce resource, and we may properly speak of the 
job ahead as innovational if we tackle the problem of the most 


1 The Colombian government has recently launched Accion Comunal 
as a national effort in community dev clopment, and the Instituto Nacional 
Indigenista of Mexico has accumulated much valuable experience over the 
years in a somewhat related field. While profit-sharing laws appear on 
the books of a number of Latin American nations, they have often not 
been applied for lack of information and agreement on the most effective 
means of application (as in Brazil) or have been applied in ways (as in 
Peru) which amount to wage-based bonuses rather than profit-sharing 
and which carry with them little or no productivity incentives. Agrarian 
reform is, of course, not altogether new in Latin America. A great deal 
about the problems and criteria in this difficult area has been learned 
from Mexican achievements and experiments, and apart from scattered 
partial efforts elsewhere in the region, Venezuela has, since 1959, been 
implementing what appears to be an especially well-conceived program 
of considerable breadth and depth. Even in countries where little has 
been undertaken at the official level, as in Peru, there has been some 
private voluntary land redistribution, such as the distribution by the 
Bishop of Huancavelica of some 25,000 acres am ong 300 rural families 
and the sale of over 32,000 acres of land to some 260 families by the 
Rizo Patron hacienda—this part from the government-sanctioned ex- 
periment at Vicos. 

42 The success of the credit union movement there among economically 
depressed groups has been notable for at least three revelations: (1) the 
rapidity with which popular aspirations for greater personal achievement 
can be developed once the structure of opportunities is modified, (2) 
the unsuspected facility with which subordinated indigenous groups liv- 
ing on the fringes of the money economy have acquired skills of pecuniary 
management and financial responsibility, and (3) the surprising volume 
of previously hoarded liquid assets which can be mobilized once appro- 
priate institutional channels and meaningful investment opportunities 
are available. The last-mentioned aspect receives additional confirmation 
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effective means of generalizing or institutionalizing these experi- 
ments for widespread application and adapting them to the 
varying requirements of the local scene. Unless we do so, and 
do so rather quickly, the painstaking economic projections and 
analyses which have been accumulated are all too likely to be- 
come interesting academic exercises discarded in the turbulence 
of revolutionary violence. 


It seems proper to conclude therefore, that the new central 
theme of the Alliance for Progress program, at least as a stated 
intention, is fundamentally sound. In aiming at broad cultural 
changes beyond the more limited concept of economic develop- 
ment which has often dominated past policies, it would appear 
to be centering more surely on the latter objective as well. 
Should this focus be lost or relegated to a secondary position 
in the actual formulation and implementation of national devel- 


opment plans, it is difficult to find grounds for predicting success 
for the program. 


from the case of the voluntary land redistribution program carried on 
in the sierra ranching properties of the Gildemeister family. After 
conducting land surveys, the ranch owners made tracts of land available 
to tenants at reasonable but by no means purely nominal prices, allowing 
the eligible purchasers a year or so in which to pay for the land. Most 
of the tracts were paid for in three to six months time. 


Changes in the Structure of 


Argentine Foreign Trade: 


The Automobile Industry: 
A Case Study 


By Jose Maria Dagnino Pastore* 


The present thesis contends that, under “certain conditions” 
the establishment of the automobile industry will help to acceler- 
ate Argentine development, and thereby to justify the necessary 
official encouragement, including protection. These ‘‘certain con- 
ditions” refer mainly to volume, type and place of production, 
as well as to the number and size of firms in the industry, and 
the proportion of domestic imputs. From this point of view, 
Government action and achievements are evaluated and a policy 
line suggested. But the mere statement of the thesis recalls 
several implications. Our recommendation of including the auto- 
mobile industry among those activities requiring and deserving 
official promotion rests upon an investment criterion, also posed. 
Still, some basic beliefs, in need of clarification, stand behind 
this ‘‘rationale”. We think of structural changes in the Argen- 


* The author wants to express his debt and gratefulness to those who 
have contributed to forge opinions contained in the text for which they 
are not responsible: Professors H. S. Ellis, R. E. Caves and J. S. Scobie 
of California (Berkeley) and officials J. H. G. Olivera of the Argentine 
Central Bank, Miss J. I. Martinez of the Ministry of Industry and Com- 
merce and S. Makler, Economic Advisor to the Presidency. The present 
paper is a summary of the thesis on the subject accepted by the University 
of California (Berkeley) in December, 1960, prepared under the spon- 
sorship of the U.S. Department of State and the Institute of International 
Education. 
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tine economy—both in the domestic and foreign sectors—as im- 
perative prerequisites for its growth. Furthermore, we contend 
that such changes are unlikely to come “per se”, and consequently, 
that the Government may and ought to speed up progress by 
performing a directive role in the allocation of expenditures and 
the structure of trade. 


The Background. When evaluating foreign trade policies 
from the standpoint of individual countries, the free trade recipe 
is subject to, among others, limitations coming from assumptions 
underlying the conclusions of theory (perfect competition, per- 
fect domestic mobility and international inmobility of factors, 
and so on) which do not fit reality; from the favorable value 
judgment about the initial distribution of resources; and from 
the differences between the “national” and “cosmopolitan’”’ maxi- 
mizing behavior. Under given conditions, free trade may mean 
for a country less income and employment, perverse factor flows, 
payments desequilibrium and inflation; it can also increase “per 
capita” income inequalities among countries. 


In a typical case, the country’s exports consist of a few prin- 
cipal products. It depends on other countries for manufactured 
and intermediate goods, equipment and raw materials. In the 
good years of foreign demand the country grows with it—the 
only dynamic factor. But the story becomes quite different when 
the foreign demand drops cyclically or does not grow, getting 
stagnant: (a) If the demand curve shifts to the left. What ac- 
tion should the backward country then take? If the demand 
is elastic, a decrease in prices, though turning the terms of trade 
against it, may permit the maintenance of the former purchasing 
power. If inelastic—the likely case for primary products—the 
policy of decreasing prices has no use and may even be harmful. 
Thus, the effect of an outside depression on backward countries 
becomes clear: reductions in income, quite likely accompanied 
by unemployment (or “underemployment'') and by harmful con- 
sequences for future growth, due to exchange scarcity. It is 
difficult to avoid them by using only short run tools. (b) In the 
case of stagnant foreign demand, the whole economy becomes 
stagnant. Population increases press upon income and savings. 


~e 


~e 
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With an elastic foreign demand, a decline in the internal price 
level may bring a solution, though very likely partial and short- 
lived, exchange scarcities appear sooner or later, hampering 
growth. If, as generally happens, demand is inelastic, the Gov- 
ernment may act to prevent inconvenient competition, by support- 
ing prices and/or limiting production. This, however, does not 
solve the problems of stagnant income, a disequilibrated foreign 
trade and a growing population. Here we see that the problem 
is not so much the level of trade—though significant—as its 
composition. We think of this presentation as a little wider in 
scope than the well-known Prebisch-Singer thesis, of the down- 
trend in the terms of trade of underdeveloped countries. The 
reason for this belief lies in the fact that export prices are only 
one of the repercussions of a stagnant foreign demand upon an 
underdeveloped country. Besides, the computation of the terms 
of trade is done “ex-post”, based on figures which are partly the 
result of Government policies. 

For instance: what would the price of coffee be if the unem- 
ployed and “underemployed” people of coffee-producing countries 
are set to work in coffee plantations? Let us return to our 
former line of exposition, where the backward country has to 
equilibrate its balance of payments in order to grow. It is unable 
to expand exports along present lines, and therefore faces two 
alternatives: (a) The first alternative is to produce and export 
other items. But chances of getting markets are poor; and in 
addition to foreign competition and the handicap of transpor- 
tation costs, there is the question of access to the market. Pro- 
tection is likely to develop in advanced countries, and some 
loyalty for older competitors to prevail. The production aspect 
also suffers drawbacks, but almost all of them are also present 
in the case of production for the domestic market. Capital sup- 
ply may be the differentiating factor among them. (b) The 
second alternative is to reduce imports by producing substitutes 
internally. Free trade conditions, however, do not seem to en- 
courage such undertakings. Reasons supporting this statement 
are the existence of foreign, generally powerful, competition; 
the relative immobility of foreign factors which may come from 
abroad to pioneer the industry in the country; the immobility of 








36 INTER-AMERICAN ECONOMIC AFFAIRS 


various domestic factors; and the lack of capital, which deserves 
special mention too, in relation to inelasticities. For one thing, 
the reluctance of some domestic entrepreneurs to open new 
branches of industry has a rational support: uncertainty and im- 
perfect knowledge. It makes quite a difference whether to 
increase the output of an existing plant (or the number of similar 
plants), or to try a completely new line. In the later case the 
risk element is exaggerated. 


Finally, there is the question of the size of the market and 
economies of scale leading to the theory of “balanced growth”. 
We have not endeavored to demonstrate the inadequacy of free 
trade to any situation; we have only attempted to show the pos- 
sibility of such a case, likely for backward countries. For the 
instance depicted, the most realistic way out seems the develop- 
ment of import—substituting industries for the domestic market 
with Government help, which would often include exchange 
controls. 


ARGENTINA: A CASE FOR IMPORTS SUBSTITUTION. 
The ten-years long stagnation of the Argentine economy admits 
explanation in terms of bottlenecks and vicious circles. The 
outstanding feature by 1958 was the foreign purchasing power 
shortage hurting the country. Current balance of payment defi- 
cits and exhausted reserves signaled the pressure for imports. 
Their main causes were reduction of exports and worsening of 
their relative terms, the orientation of the industrialization policy 
and the increase in oil imports. Industry, power and transpor- 
tation required capital goods, raw materials and intermediate 
products, in excess of the country’s shrinking import capacity. 
The effect was a curtailment of supplies, and a slowdown in the 
process of development. The ultimate cause of this situation 
lies in an insufficient level of capital accumulation. For, had it 
been higher, the country would produce many of the currently- 
imported items, thus relieving the foreign sector bottleneck. 
Failure to achieve the required accumulation resulted primarily 
from the adverse foreign circumstances later followed by internal 
mismanagement—wasted exchange. 
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Although income per capita did not grow, total income in- 
creased, and more imports were needed to sustain its higher level. 
Exports did not grow and thus the balance of payments disequil- 
ibrium. This process is not limited to Argentina; for countries 
in its stage of development it seems almost typical. It appears 
as a result of high income elasticity and the propensity to import 
in some dynamic sectors. Thus, the terms of trade behavior 
acquires utmost importance: it may relieve or aggravate the 
disease. Argentine terms of trade deteriorated due, among other 
reasons, to the slow growth in the demand for agricultural 
products, the American policy of grain stocks liquidation and 
the technological revolution of European agriculture. Besides, 
the physical volume of exports decreased as a result of a 
distorted internal price relationship, and of the technological 
stagnation in agriculture. 

A similar case, oil, resulted in heavy imports. Those devel- 
opments help to explain two important changes that operated 
in the Argentine foreign sector: (A) The nature and concept of 
foreign economic vulnerability changed. During the present 
century, the economy suffered three contractions, all of them as- 
sociated with a deterioration in terms of trade, but the mechanism 
of transmission of the foreign sector's impact varied. Formerly, 
it operated through demand and its multiplier effects. But the 
second world war showed that this typical vulnerability had been 
overcome. Nowadays, the country does not dispose anymore of 
a compressible margin of unessential imports ready to cut, and 
a decrease in import capacity reduces reserves or income. Thus, 
the need for a joint increase in imports substitution and exports. 
(b) Exports composition remained unchanged (by “unchanged” 
we mean that the same few six or eight products account for the 
bulk of trade) but the import mix experienced a sharp change. 
Trade is not the only aspect of the foreign sector related with 
exchange shortages and handicapped development. The alter- 
natives of international capital flows are also related. The coun- 
try, relatively well capitalized until 1930, has since increased 
capital by less than population, partly due to the general decline 
of international capital movements and Argentina’s own policy. 
As a result of this policy, justifiable originally but carried too 
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far, the proportion of foreign to total capital dropped drastically. 
In capsule form the prime objectives of any program under such 
conditions are relief of bottlenecks which hamper economic 
growth, and increase in the supply of some essential elements 
and the alleviation of the balance of payments situation, which 
means imports’ substitution. But imports’ substitution is a very 
general proposition and therefore an operative criterion for the 
selection of investment areas is needed. Let us try to evaluate 
the selection of the automobile industry as one of the sectors 
especially encouraged by Government action. 


STRATEGY FOR THE INDUSTRY STUDY. The first ap- 
proximation to the subject includes the projections of “ex ante” 
supply and demand whose comparison helps to determine gen- 
eral characteristics of the market. Factors left aside are incor- 
porated later (though some in non-quantitative bases), and 
submarket developments sketched. The second approximation 
reaches the firm level, of overwhelming importance due to its 
bearing on costs. 


Supply is projected according to officially approved plans up 
to midyear 1959. This procedure facilitates the comparison 
between objectives and results of the policy, providing a tool 
for evaluation of Government promo ional measures, and per- 
mitting some suggestions about adjusting the policy “while go- 
ing” towards the objective. 


The problem is not to forecast supply but the analysis of de- 
mand, unavoidable and of the utmost importance. As a result 
of the present work’s peculiar objectives, and of the limitations 
on the availability of data, our method of approach ought to be 
“sui generis’. As a cornerstone, we want to know the “most 
likely” level of automobile stock and demand under free trade 
conditions. As we dispose of no satisfactory method, we use 
two alternative procedures to check each other: (a) Via elas- 
ticity, we determine the stock of cars corresponding to Argentina’s 
income per head. For this purpose we use ECLA’s cross section 
regression of automobile stock per head on income per head 
(55 countries, 1953). Of course, the system has pitfalls, and 
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does not truly represent the free trade case. The assigned num- 
ber of cars for every thousand inhabitants expects two countries 
with the same income per head to have the same number of 
cars per head (this is not entirely justified, since other variables 
may be included, e.g., population density), and forgets about 
the non-free trade policies followed by some of the 55 countries 
included in the regression (this, again, abstracts from reality). 
(b) Via price-elasticity, we determine a “neutral” peso-dollar 
relationship, and forecast automobile stock and demand for its 
case, through price elasticity. We define “neutral’’ exchange 
rate as that which balances the balance of payments current ac- 
count. Such was the case for the Argentine balance of payments 
in 1959. In order to determine it, we calculate the total number 
of pesos paid for the total dollar value of imports. Summing 
up, this would mean a “neutral” exchange rate in 1959 of (ap- 
proximately) : 


Average free exchange 85 $ / u$s 
Cost of “overcharges” 

(25% of 85 $/ u$s) 21 $ / u$s 
Cost of “previous deposits” 10 $ / u$s 


116 $ / u$s 


Thus, the “neutral” dollar in 1959 cost 116 (say 120) pesos, 
while the ‘‘automobile imports” dollar cost 340 pesos (85 pesos 
in the free market plus 255 pesos of “‘overcharge”). By apply- 
ing a given price elasticity, we determine the automobile stock 
and demand for the case of ‘‘neutral” exchange rates starting 
from the actual case. Now, such a ‘‘neutral’’ exchange rate may 
or may not be equal to a freely determined exchange rate. In the 
“neutral’’ case, it is the Government which selects imports; in the 
second case, individuals. Thus, it seems likely a downward bias 
in the “neutral’’ exchange rate—as determined. We are also 
aware of the existence of an “exports” exchange rate; we dispose 
of this problem by assuming the price elasticity of exports to 
be one. Besides, the possibilities of getting a significant figure 
for the price elasticity of automobile demand in Argentina are 
nil. By analogy we assume it is in the neighborhood of minus 1.0. 


AUTOMOBILE DEMAND. Total Demand Projection: The 
projection of the total demand is obtained by addition of its two 
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determinant elements: increase and replacement of the stock. 
It has four steps, namely: Step 1: Determination of the “ideal” 
stock: (a) Income (or internal gross product) per head is pro- 
jected; (b) The “ideal” number of automobiles per thousand 
inhabitants is determined, according to the income level; (c) 
Population at the end (or average) of every period is projected; 
(d) With the two former elements, the total “‘ideal’’ stock at 
the end (or average) of every year is determined. We arrive 
at the determination of the “‘ideal’”’ stock. 


Step 2: Determination of the “real” stock: (a) The percentage 
of the “ideal” stock to be really in existence is determined; (b) 
In this way, the “real” stock at the end (or average) of every 
period is determined. We arrive at the determination of the 
“real” stock. 


Step 3: Determination of the real “new” demand: (a) The dif- 
ference between “real” stocks projected for every year is the 
annual increase of car population; (b) Thus, we have determined 
the “real’’ annual demand devoted to increase the stock. 


Step 4: Determination of the “‘Replacement” Demand. The pro- 
jection of replacements to the stock is done in the following 
way: (a) The maximum life to be effective is firstly determined; 
(b) In this way, replacement for every year is determined. We 
determine the annual demand devoted to stock replacemnt. 


Thus, formally: 


I) D/t = N/t + R/t + U/t. 
Where: D/t = Automobile demand in year t. 
N/t = “New” automobile demand in year t. 
R/t = “Replacement” automobile demand in year t. 
U/t = Unsatisfied demand at January 1, year t. 
N/t = Sr/t+l1 — Sr/t 
Where: Sr = “Real” stock of cars 
Sr/tl = “Real” stock of cars at December 31, year t. 
Sr/t = “Real” stock of cars at January 1, year t. 


Sr/t+l = b/t @ Si/t+l 
1 





Where: b/t = Pa/t:Pn/t 
Where: Pa/t = aactual car prices, year t. 
Pn/t = “neutral” exchange car prices, year t. 
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b/t = proportion “realized” of the “ideal’” stock, by December 
31, year t. 

Si = “Ideal’’ stock of cars 

Si/t+1 = “Ideal” stock of cars at December 31, year t. 

Rs y/t 

Si/t+l = P/t+l e f ( P/tal ) 

Where: P/t+1 = Population at December 31, year t. 

Y/t = Income year t. 

R/t = C/t—20 (roughly) 

Where: C/t—20: twenty—years old cars 

U/t = Sr/t — Sa/t 

Where: Sa/t: “Actual” Stock of cars at January 1, year t. 

The only parameter in the system to determine empirically is f, 
in (IIb). The formula of the corresponding regression line is, 
approximately: 


Si/t+l el Y/t 


Pret = Pitt? 


Si/t+l Y/t 
log ( “P/t+1 — log a ob b.log (erat? 


— = number of automobiles per head. 


aa pe = income per head 


a and b: parameters 
log a: — 3,26390 
b= 271 


As said, total demand projection is realized through steps 3 
(projection of stock increase) and 4 (projection of stock replace- 
ment), leaving aside the question of initial unsatisfied demand. 
Stock increase projections are obtained as differences between 
automobile stocks, projected for December 31 of each year. In 
turn, the number of units integrating the stock at the end of each 
year is reached through steps 1 (determination of the “ideal” 
stock) and 2 (determination of the “real” stock). The “ideal” 
stock is obtained as the product of the number of inhabitants and 
the corresponding “‘ideal” number of automobiles per inhabitant, 
according to the level of income per head assumed for the 
country at the given date. 
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In other words, for the determination of “ideal’’ stocks, we 
assume a projection of income per head. Now, income per 
head may be projected in a more or less optimistic fashion. 
Both ECLA’s projection (2.8% yearly growth in income per 
head) and the current stagnant situation (0% yearly) seem to us 
too extreme. The mean point between them would show an 
annual growth of income per head of 1.4%. The country has 
reached this rate during the first quarter of the century, and 
other South American countries have exceeded it. The United 
States grew at 2% yearly, per head. Present stagnation in Ar- 
gentina is due not only to structural causes, but also to accidental 
reasons, likely to disappear. From the comparison of elements 
of optimism (oil self-sufficiency, foreign help, betterment of 
the terms of trade, favorable expectations, improved reserve 
situation) with those of pessimism (uncontrolled inflation, fis- 
cal deficit, socio-political unrest, recession of some industrial 
branches) results a relatively favorable scenery. As a conse- 
quence, we are inclined to see as “most likely”, a rhythm of 
growth in income per head somewhat superior to 1.4%, though 
inferior to 2.8%; thus, we choose 2% yearly (see Table II). 
According to the growth rate, internal gross product (IGP) per 
inhabitant would reach 3.972 m$n (50) in 1962 and 4.385 m$n 
('50) in 1967; in other words, 714 u$s (’50), respectively. (See 
Table II). Countries presently at this level include: Belgium, 
Iceland and the United Kingdom. The average number of cars 
for every thousand inhabitants would climb to 41.3 in 1962 and 
48.9 in 1967. At this level are presently France and Iceland. 
(See Table II). Under this assumption, an unsatisfied demand 
exists, which at December 31, 1957, is determined in the fol- 
lowing way (See Table II): 


“Ideal’’ Stock 693,585 units 
“Actual” Stock 359,652 units 
Unsatisfied Demand 333,933 units 


As a consequence, average demand for stock increases would 
reach 43,500 units until 1963 and almost 56,000 during the 
following lustrum; total stock in 1967 would be composed of 
1,259,885 units (See Table II). Now, once determined “ideal” 
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stocks and the respective annual demands generated by their 
increase, it is necessary to adapt such “ideal” stocks to reality. 
“Ideal” stocks are determined by comparison with countries, the 
majority of which do not artificially increase automobile prices 
or, if so, never with such intensity as does Argentina. Besides, 
in some of the countries included (specially European), there 
is competition within the automobile industry. In other words, 
“ideal” stocks, appear as feasible in case of approaching free 
importation of cars. 

Now, quite possibly demand will not approach the “ideal” 
level, for the following reasons: (a) Automobile imports do 
not have first priority and very rarely will escape overcharges. 
(b) With a poorly competitive domestic production of automo- 
biles the market will face prices above the international level. 
(c) Even at international prices, not all countries have the same 
propensity to own automobiles. Though unclear, Argentine pro- 
pensity may be assumed smaller. For its appraisal, we take into 
account, in a preferred place, the possible trend of prices—un- 
doubtedly downward in real terms, once the foreseen plants 
are producing—as making for stock increases. On the other 
hand, Argentina does not offer the basis, at least in a ten years 
long period, for a highly competitive automobile industry—due 
principally to the lack of developed iron and steel industries, 
and the relatively reduced size of the market. Thus, it is not 
possible to think of approaching the “ideal” stock. Neverthe- 
less, there is a trend towards the acquisition of smaller units 
which can rebound increasing consumption and stock. The cur- 
rent ratio “real ideal’’ stock is 529%. ECLA estimates it for 
1967 as 50%. Free imports would bring it near 100%. The 
regime established for the automobile industry as well as the 
trend towards smaller automobiles, makes us assume that the 
“real” market may be widened in excess of forecasts, to reach 
say up to 60% of the “ideal”. (See Table II). 

Under this assumption, an unsatisfied demand exists, deter- 
mined as of December 31, 1957, in the following way (See 
Table II): 


“Most Likely’? “real’’ stock 416,151 units 
““Actual’’ stock 359,652 units 
Unsatisfied Demand 56,499 units 
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The number of automobiles per thousand inhabitants to reach 
in 1962 would be 24.8 and 31.0 in 1967; total stock 714,097 
automobiles in 1967; thus, demand would average 26,000 units 
in 1962, and, from 1962 to 1967, 33,000 units (See Table II). 

When studying stock increases we take into account unsatis- 
fied demand but do not consider replacement. Now, we have 
to project replacements in order to forecast annual demand by 
summing up both components. Stock replacement projections 
require the determination of the life of the oldest unit in opera- 
tion. It was more than 25 years in 1957 (28 years and 4 
months). With no replacement such life would reach 38 years 
and 4 months in 1967. This can not happen, since replacement 
was never totally suspended for a period of a number years. 
There is little likelihood now, when stock includes a high per- 
centage of obsolete units. Now, we can assume stagnation of 
the present life, since Government measures towards both auto- 
mobile industry, and towards fuel, indicate a trend for replace- 
ment. As a consequence, the intermediate ECLA projection 
(20 years of life) may be used as the “most likely” (See Table 
II). It shows an annual “replacement’’ demand of 48,000 units 
up to 1962 and of 2,600 during the period 1962-7. 

As a result, our projection (see Table II) estimates unsatisfied 
demand at more than 55,000 units and annual consumption 
until 1962 at almost 75,000 units. Nevertheless, consumption 
would decrease drastically during the next lustrum—unless prices 
drop to a level of 40,000 annual units. Reasons for it: com- 
plete coverage of unsatisfied demand, and a reduction of re- 
placement. Perhaps the latter will be postponed and it will not 
happen so suddenly, but it remains important to stress that per- 
spectives are quite different from a short run (three years) stand- 
point and from a long run (eight years) standpoint. Still, be- 
yond 1970 demand is likely to pick up again, as income increases 
and replacement recovers. 


Trends in the Composition of Automobile Apparent Consump- 
tion’ 


1 For statistical data on the subject, see: Dagnino Pastore, José Maria: 
“Changes in the Structure of Argentine Foreign-Trade: The Automobile 
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Last data are: Apparent Consumption Stock 31.12.57 
1958 


Type I (up to 1000 Kgs.) 

units 11,694 57,544 

Type II (1000-1500 Kgs.) 

units 1;193 244,204 

Type III (1500-1900 Kgs.) 

units 12,793 20,500 

Type IV (from 1900 Kgs.) 

units 130 

Type V (1900 Kgs.) 

units 3,201 32,009 
Total 35,401 359,652 


Argentina lacks present and past data about automobile stock 
composition by type (whether classified by make, weight, capac- 
ity, etc). As a consequence, current stock composition can only 
be estimated on the basis of apparent consumption, and_ this 
implies an “equal life’ assumption for every type of car which 
is somewhat unreal. We reconstruct the evolution of apparent 
consumption, disaggregated on weight basis, thanks to the dis- 
posal of discriminating figures for the period 1934-58. The 
following phenomena appear clearly: a) Period up to 1941: 
complete dominance of the category from 1,000 to 1,500 Kgs. 
(standard American cars: Ford, Chevrolet); b) Period 1942-5: 
impossible to take into account for analytical purposes since 
random elements distort the picture, given the level of imports; 
c) Period 1946-8: return to the pre-war composition of imports; 
d) Period 1950-5: market managed quantitatively, on the basis 
of import quotas and permits. With the exception of 1951, 
which registers prevalence of the standard American type, due 
to the large lot of imported Chevrolet taxicabs, the system led 
to import of luxurious cars as logical consequence of permit 
negotiation in the internal market. In 1953 domestic produc- 
tion started, though in small scale; e) Period 1956-8: market 
managed on basis of overcharges and previous deposits, which 


Industry, a Case Study”, University of California, Berkeley, Decem- 
ber 1960. 
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burden more heavily large than small automobiles, and channel 
imports to the latter, mainly of European origin. In 1956, do- 
mestic production in large scale starts, of the 1000 to 1500 Kgs. 
category (jeeps) and the following year of the 1500 to 1900 
Kgs. type (Estancieras and Carabelas). Automobile market phe- 
nomena during the period 1956-8 may be better understood by 
considering separately the consumption of imported units and 
that of cars produced in the country because, due to its heavy 
protection, all domestic output sells. In this sense, output com- 
position determines the composition of consumption, and not 
vice-versa. Because of it, its evolution does not constitute a 
significant element for forecasting consumption composition. 
Automobile imports, instead, show how demand is channeled 
towards different categories. In addition, it does not reflect the 
natural composition of consumption, for the present system favors 
imports of small automobiles. 


A final objection is that past trends do not always continue in 
the future. Nevertheless, we expect the manifest universal 
trend towards small cars in Argentina too and some facts during 
1959 seem to confirm it. With the elements at hand it is im- 
possible to estimate quantitatively the future composition of 
consumption, but the supposed trend deserves acceptance as ‘‘a 
reasonably safe” forecast. 

Trends in the Location of Automobile Apparent Consump- 
tion: * Out of a total stock of 359,652 units, the Federal District 
possesses 110,528, and the Province of Buenos Aires 104,346, 
summing both, they represent 60.3% of the total. In decreasing 
order follow the Provinces of Santa Fe and Cérdoba, with 45,750 
and 36,166 respectively. The four larger jurisdictions have 
83.1% of the total stock. Stock location has not suffered major 
variation. The region south of the 42° parallel drops from 
1948 to 1954 and recovers during 1954-57, with the reintroduc- 
tion of the free zone (Province of Chubut, Santa Cruz and Tierra 


2 For statistical data on the subject, see: Dagnino Pastore, José Maria: 
“Changes in the Structure of Argentine Foreign Trade: The Automobile 
Industry, a Case Study”, University of California (Berkeley), Decem- 
ber 1960. 
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Stock Stock 
'31,1:2.57 Increase Stock Stock 
1957 32.12.57 Increase 
Federal District 110,528 5,535 Misiones 1,914 
Buenos Aires 104,346 6,417 Neuquén 988 
Catamarca 837 24 ~Rio Negro 2,779 
Cérdoba 36,166 1,563 Salta 1,731 
Corrientes 3,378 8 San Juan 3,521 
Chaco 2,136 93 San Luis 1,655 
Chubut 1,519 109 Santa Cruz 639 
Entre Rios 13,829 299 Santa Fe 47,750 
Formosa 356 18  Santiago- 
Jujuy 978 8 del Estero 
La Pampa 4,685 Tierra del 
La Rioja 539 17. Fuego 


Mendoza 16,099 Tucuman 38 


3,875 : 
TOTAL 359,652 16,867 


del Fuego). Its influence in the total does not reach 1%. The 
Federal District, with growing percentages, displaced Buenos 
Aires, of decreasing percentages, from the first place. Both to- 
gether added up to 57% in 1948 and to 59.5% in 1954. Santa 
Fe shows a decreasing participation; Cordoba dropped until 
1954 and then increased (IKA). If we add to the former per- 
centages Santa Fe and Cordoba, we see that the four districts 
represented 81.9% of the total in 1948 and 82.5% in 1954. 


The present location of stock per head (population density 
of stock) points out the Federal District and La Pampa as juris- 
dictions with the largest number of automobiles for every thou- 
sand inhabitants, followed by the four richest provinces: Buenos 
Aires, Santa Fe, Cérdoba and Mendoza. Variations have not 
been large, except for a sharp drop, during the period 1948-53, 
in the stock density of the Southern region. The rest of the 
districts, with few exceptions in the North, changed according 
to the general trend: decrease until 1953, and recovery from 
then on. We lack figures about the location of apparent auto- 
mobile consumption. This consumption is supplied partly with 
domestic production and partly with imports. In both cases it 
would be possible to know about the destination by automobile 
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agencies. But this distribution would not portray with any 
degree of reliability the real distribution of consumption by dis- 
trict. On the other side, apparent consumption is devoted to 
replace or increase the stock. We have arranged data of the 
stock increases by districts, but if we assume its percentage con- 
sumption as uniform for all provinces—a not necessarily true 
assumption—then the distribution of stock increases would indi- 
cate the shape of consumption distribution. Buenos Aires and 
the Federal District, in this order of importance, controlled in 
1957, 70.9% of the stock increase. Second only to them were 
Cérdoba, with near 10% and Mendoza and Santa Fe with almost 
5% each. These five jurisdictions together represented 89.9% 
of the total increase. From data of products per capita, by dis- 
trict, for the years 1946 and 1953, and of the number of cars 
for every thousand inhabitants, by jurisdiction, all available, we 
correlate product per head and the number of automobiles per 
inhabitant. Both scatter diagrams showed a marked positive 
correlation, greater and more evident in 1946. 


But we do not project for three main reasons: Firstly, because 


the concentration of more than 80% of the stock and annual 
consumption in a reduced area simplifies the problem for the 
next three to five years. Second, because regression lines are 
affected by price systems without guarantee of continuity in the 
future, due to the foreseen increment of domestic production. 
Third, because in order to project demand, we need a previous 
projection of income per head by districts, for which elements 
lack. Thus, we have only attempted a rough quantification: 
demand correlates with income, and the latter’s distribution by 
districts does not anticipate radical changes in a year’s lapse. 
Perhaps the greatest push, according to the general economic 
policy, will be given to the Patagonia and Buenos Aires decen- 
tralization, but in any case, the Federal District and the Provinces 
of Buenos Aires, Cordoba and Santa Fe will still total more than 
75% of 1962 demand. 


AUTOMOBILE SUPPPLY. Total Supply Projection: We 
aim to project “ex ante” automobile for the same period covered 
by the demand projection. Again, we do not determine the 
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supply schedule itself but a “most likely’’ point in the supply 
schedule of a given year. The projection is based upon ap- 
proved plans by June 1959—a deadline is necessary (See Table 
II). Two reasons make this date the best choice: the chief 
source of information—among them Ministerial Resolutions, 

g; secondly, the 
real decision about implementation took place on June 22, 1959. 
Up to this date Government action consisted of promotional 
measures to encourage the application of firms (deadline May 
31, 1959). All plans submitted were approved on June 22. 
But in the meantime other presentations arrived, asking for an 
extension of the deadline.’ Thus, the decision faced by the Sec- 
retary on June 22 was: it had to decide on approving or not the 
plans submitted in term and granting or not the extension for 
those arrived later. Furthermore, if extension was granted be- 
yond June 22, other applications might arrive. All firms in the 
first group were approved, and the extension of the deadline was 
granted until July 1. Other plans were presented later* and 
some policy readjustments were made by the Secretary after- 


newspapers, are often incomplete and misleading; 
>’ 


wards. But we want to focus attention on the “key” decision 
of June 22, since it shows the policy line followed. 

Production grew slowly since its beginning in 1953 by DINFIA 
(ex IAME) until 1956, the year in which IKA was added. But 
if we eliminate the output of vehicles such as Jeeps and Estan- 
cieras, not typical of passenger transportation, figures drop con- 
siderably. Now, as far as we deal with retrospective figures, 
it remains illustrative to consider Jeeps and Estancieras as a part 
of passenger car stocks, since they played the role of substitutes 
for automobiles. However, future perspectives differ sharply: 
in the short-run, until self-sufficiency in passenger cars is reached, 
perhaps they will keep their present role, but afterwards, quite 
possibly an inverse process will take place, with passenger cars 
displacing those Jeeps and Estancieras currently acting as sub- 
stitutes. As a consequence, we understand as correct not to in- 


’Industriales Argentinos Fabricantes Automotores (IAFA): Sociedad 
Unién Industrial, Fiat. 
4 Siam, Onofre Marimén, General Motors, Ford, among others. 
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clude future output of Jeeps and Estancieras as a competitive 
element in the passenger car supply. Production plans of pas- 
senger cars, presented to the Secretaria de Industria y Mineria 
according to decree No. 3693/59, and approved by resolution 
No. 146/59 expedient 20,355/59 of this Secretary, anticipate an 
average output of 57,000 units (including Jeeps and Estancieras, 
still competitive) for 1959 and 1960; later, it will increase at 
a rate of 15,000 annual units (See Table II). Real prices will 
be much lower than present prices, at the beginning, due to 
exchange advantages and, later, because of large scale develop- 
ments in auxiliary industries. 

The disaggegation of imports by districts available, shows 
little, since Buenos Aires keeps hegemonic; although, starting 
with the reestablishment of the free zone, south of 42° parallel, 
Chubut becomes increasing in importance (30% of the total in 
1957). The current situation is the following: although until 
May 1959 imports numbered 3,053 vehicles, the great majority 
was acquired before December 31, 1958, or imported south of 
the 42° parallel. In other words, under the present regime, 
imports are small north of the 42°parallel. As we have seen, 
the market south of the 42° parallel is quite small. As a con- 
sequence, imports play no role as part of supply today. The 
situation and perspectives of the Argentine balance of payments, 
as well as the promotional policy regarding domestic automobile 
production, indicate that the present import “prohibition” will 
continue. Imports have been excluded from passenger car pro- 
jection. Past automobile supply was composed solely of imports 
through 1952; of imports and production until 1959, with in- 
creasing percentages of the latter and—with the only exception 
of the zone south of the 42° parallel, of minimum importance— 
will comprise merely domestic production in the future, at least 
during the next six or seven years. Such forecast rests upon 
present regulations and the possible balance of payments situa- 
tion (See Table II). 


Trends in Supply Composition: When studying demand com- 
position, we also considered supply composition—both equal ‘‘ex 
post’”’—and arrived at the conclusion that demand tended to 
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shift from large to small automobiles, but that elements were 
lacking to quantify such displacement. Besides, past composi- 
tion of consumption was disaggregated by weight, but in the 
future, for the sake of comparability with production plans, 
disaggregation by capacity will be required. Nevertheless, we 
developed such estimation of supply composition for 1962 and 
1963; of course, it came from the mentioned production plans.° 

Trends in Supply Location: We have already treated past and 
present supply location—"‘ex post’? equated to demand location— 
as demand location. Future production location will include 
only Buenos Aires and Cérdoba, with 63% and 37% of the 
output, respectively.® 


MARKETING AND INDUSTRIAL STRUCTURES. Com- 
parison of Supply and Demand: We have insisted on the “ex 
ante” character of our supply and demand projections. Behind 
them lies an assumption of independence. This approach differ- 
entiates most our forecast from ECLA’s, which shows an “ex 
post” demand. This does not imply criticism of ECLA’s work, 
since clearly, they wanted “ex post’? demand for their purposes. 
The situation differs in our case: we already have separate pro- 
jections, and must now check if both coincide, or if they need 
an adjustment. In the latter case, further investigation is nec- 
essary in order to foresee what kind of adjustments—demand, 
supply or both—will probably occur. 

The comparison of total planned supply with total demand 
projections furnishes us with the first important observation, 
namely, that perspectives for the industry change notably ac- 
cording to the time horizon; i.e. whether we refer to the short 
run (1962) or the intermediate run (1967). Demand exceeds 
supply projections until 1962, but not from then on. This is 
due to two elements, unsatisfied demand and replacement, which 
will play a distinct role during the early period. In principle, 
it would seem rather dangerous, “ceteris paribus’, to have an 
output level in excess of 90,000 yearly units, and it appears 
advisable not to exceed 80,000 units (See Table III). 


5 See Daagnino Pastore: op. cit. 
® See Id. 
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Comparisons of compositions’ for years 1962 and 1963 (in 
which unsatisfied demand will vanish and replacement demand 
will diminish), allow for the following observations: in 1962, 
with excess total demand, category B—the smallest—offers sub- 
market equilibrium. Categories C and D face excess—though 
not exaggerated—demands (the surplus does not reach 100%). 
In category E, excess hits 600%. In 1963, when supply exceeds 
demand, half of the units produced in category B would not 
sell. In category C overproduction would reach almost 20%; 
D would show equilibrium and E an unsatisfied demand of 
300%. A necessary conclusion reached is therefore that firms 
facing production for categories D and E do not have to fear 
much risk and may expand rapidly. Category C, already risky, 
does not advise a violent expansion. Finally, category B is 
highly risky for new enterprises, quite possibly with keen com- 
petition, especially among microcupées (See Table II). 

In location comparisons, there are no major problems; 80% 
of demand concentrates in the Federal District and the Provinces 
of Buenos Aires, Santa Fe and Cérdoba; 63% will be produced 
in Buenos Aires and 37% in Cordoba. Its incidence upon even- 
tual competition is difficult to sketch, especially without taking 
costs into account. From the point of view of distribution Cér- 
doba’s location offers as favorable aspects superior position with 
respect to the 20% demand outside rich regions, plus 10% of 
Cérdoba’s own demand, plus half of Santa Fe’s demand (5%), 
all of which adds up to 35% of demand. This percentage is 
similar to Cérdoba’s participation in production. Nevertheless, 
long run perspectives (development of the provinces) seem 
better. 

Other Market Forces: Automobile demand is influenced by 
many factors, though some of them act only seasonally or yearly. 
We have selected only a few for the sake of the projection, but 
some others may augment or reduce demand. In the case of 
a market like the automobile’s they are various and important: 
First, because this applies to most durable goods, and second, 


7 By capacity: Category B:190 to 750cm*; category C: 750 to 1500 
cm*; category D: 1500 to 25C0 cm*: category E: more than 2500 cm’, 
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for several peculiar automobile characteristics. “The automo- 
bile is more than transportation; it is a way of life.” Thus, the 
automobile market leaves room for interdependence of decisions 
“a la” Duesenberry, for bandwagon effects, as shown by Lei- 
benstein and even for international influences, as stressed by 
Nurkse while extending Duesenberry’s “demonstration effect’’. 


The side of market extension forces include: price effects (a 
price reduction has a double effect in the short run; it not only 
generates a larger current demand, but makes effective a part 
of potential unsatisfied demand); credit effects (credit expan- 
sion constitutes sometimes a ‘compulsory sequence”, in Hirsch- 
man’s phrase) ; service effects (already experienced in Argentina) ; 
advertising effects and quality effects. 

The side of market limitations counts: saturation of the mar- 
ket (vanishing of unsatisfied demand); imports; demand substi- 
tution, second hand sales and so on. 


Characteristics of the Industry: Economic analysis shows an 
easily recognizable trend of a return to microeconomics. The 
rationale behind it lies in the difficulty to represent decision 
making units by aggregates of a similar or predictable behavior. 
This difficulty has been typically present in cases of monopolistic 
competition, oligopoly or decreasing costs (public utilities). Most 
usual ways of aggregation have been the classical (assuming a 
U shaped cost curve) upon which Samuelson has built his much 
more sophisticated treatment; and Leontieff’s (assuming linear 
cost curves); Daniere has presented it assuming weak homoge- 
neity of the production function. But none of them solved the 
problem of behavior derived from market structure, which orig- 
inated Triffin’s approach. Without entering the theoretical treat- 
ment, we illustrate that in order to evaluate industrial policy in 
a specific branch, it is necessary to have some knowledge of its 
market structure. But how is one to characterize the structure 
of an industry? Clearly, the knowledge of its supply curve and 
of the firm’s supply curves would help a lot, according to 
Chamberlin, but this is not a datum. Thus, we must rely on 
some other observable facts, such as the number of firms (widely 
used criterion, correctly criticized by Holton), indexes of con- 
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centration (as recommended by Stigler), barriers to entry (em- 
phasized by Bain), etc. We do not aim to analyze the behavior 
of the industry; we merely intend to use its characterization as 
a background for such analysis. 

The Argentine automobile industry will mainly face the con- 
struction of small and medium size cars. The size of the firms 
will also be relatively small, as a result of market impositions. 
The largest firm will reach, including utilitarian vehicles, 50,000 
annual units. The Secretaria de Industria y Mineria approved 
settlement plans of ten firms, in categories B, C, D, and E. To 
them we have to add DINFIA (ex IAME), State enterprise in 
operation until 1960, and a plant producing microcupés, located 
to the south of the 42° parallel, of uncertain future, depending 
on custom and exchange regulations. Anyway, we exclude it 
by reason of its small production. The grouping of firms in 
categories by capacity * shows monopoly in types D and E, four 
firms in C and six in B. The only firm producing in different 
categories will cover C, D and E. As said, after May 31 and 
June 22, 1959 some other firms presented plans, neglected in 
our comments. 

The most important firms, as indicated by production volumes 
(number of units), are IKA S.A. and Metalmecanica S.A., fol- 
lowed by Citroen S.A. and Los Cedros S.A., the only four firms 
planning to produce more than 10,000 annual units. In refer- 
ence to the evaluation of the percentual distribution of total 
production, IKA shows a decline of 43% in 1960 to 24% in 
1964. Metalmecanica, instead, jumps from 23% in 1960 to 25% 
in 1964. Other enterprises do not show important percentual 
variations, except for Citroen, which jumps from 4% to 17%. 
The comparison of supply and demand makes apparent the dan- 
ger embodied in a plan of rapid expansion from 1962 on, and 
the convenience of starting production soon in order to cover 
current unsatisfied demand. In this sense, those plants already 
in production, especially those in full operation, have a clear 
advantage. The production volume of firms within each cate- 


® Category B: 190 to 750 cm*; category C: 750 to 1500 cm’; category 
D: 1500 to 2500 cm’; category E: more than 2500 cm’. 
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gory does not offer interesting observations in the two larger 
types, since 100% corresponds to only one firm. In category C, 
instead, IKA S.A. reduces its percentage from 72% in 1960 to 
60% in 1964. ITA S.R.L. is the firm planning a larger per- 
centage expansion, especially during the period 1962-4. Finally, 
in category B, no firm represents more than 50% of the total. 
Metalmecanica S.A. reduces slightly its participation from 44 to 
37% in the lustrum, Los Cedros S.A. also drops, percentage 
wise. Citroen S.A. plans to absorb the largest increase, from 
8.6 to 26%. 


As indicated above, when counting only plans approved by 
June 22, 1959 63% of the production will be concentrated in 
Buenos Aires and the remaining 37% in Cordoba. Neverthe- 
less, part of Cérdoba’s production, is unique in category E and, 
as a matter of fact, of quite likely absorption. As a consequence, 
only category C offers a margin for the location element to 
play a role. 

The automobile industry structure promises to evolve in a 
manner similar to that experienced in developed countries. In 
other words, in the early period of a virgin market there are 
high profits which attract a good number of firms, despite limi- 
tations of entry due to the high level of necessary capital. In 
the second phase, in which competition develops and the market 
reaches its normal demand, profit margins drop. A third phase 
in which, due to the markedly decreasing costs of the industry, 
firms with larger volumes absorb those smaller concerns unable 
to reach their break-even points. A fourth phase consists of an 
oligopolistic organization of the market, and an “ex ante’’ equi- 
librium of supply and demand (approximately). Shubik has 
already demonstrated the almost necessary character of oligopoly 
in the automobile industry. In Argentina the way seems clear 
at least up through the third step. Once there, it is difficult 
to foresee the course of events. An element of subsistence for 
some firms could be exports to neighbor countries, but Brazil 
already competes. In reference to market structure, if we only 
take into account approved proposals by June 22, 1959, there 
will be ten firms, four of which will absorb more than 80% of 
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output. This would mean a relative standard deviation of 88.8%; 
a ratio between quartiles of 2.76, and a Lorenz value of 0.47. 
We have included applications presented until July 1, 1959, and 
obtained these measures: a relative standard deviation of 90.9; 
a ratio between quartiles of 4 and a Lorenz value of 0.50. In 
other words, market structure in both cases indicates a high 
concentration. Besides, we have seen that category B, and, 
partly C, will witness the development of strong competition, in 
which some firms will probably be eliminated. 


RESULTS OF THE CASE STUDY. Summary of Observa- 
tions: 

1. A main lesson of Argentine history is that a period of eco- 
nomic stagnation came as a result of dictatorships, which were 
in turn political expressions of previous social disintegration, 
Besides, in both cases (Rosas and Perén) there was a too slow 
adaptation of Argentina’s economic structure to a more con- 
venient form. Still another lesson: the internal repercussion of 
international crises, not only drastic in the economic sphere, in- 
cluded political unrest. The existence of “disguised” unem- 
ployment made depressions less dramatic than in advanced 
countries. 


2. Currently, with many short-run economic problems already 
solved, a long-run economic policy is at work with results yet 
unknown, though some symptoms, as, well as general expecta- 
tions, provide grounds for optimism. Social and political un- 
rest though declining since 1955, links closely with the fate of 
the economic policy, and may affect economic conditions in the 
medium run. 

3. Main economic problems of the country were a 100% yearly 
inflation, huge deficits in the balance of payments (plus exhausted 
reserves and credit) and in the budget, lack of capitalization in 
industry, transportation, energy and agriculture. The economic 
plan of the Government succeeded in its stabilization effort. In- 
flation, still declining, runs at about 10% yearly; the balance of 
payments levelled off (reserves increased and credit restored) ; 
and the Government deficit, still large, decreased. The devel- 
opment aspect of the plan, not fully implemented yet, operates 
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partially. It relies on a rural recovery (via an income redistri- 
bution in its favor), oil development and foreign investment. 
Public works are scheduled but not financed yet. Rural output 
has not increased significantly, in spite of a substantial income 
redistribution. The real test will be 1960. Oil policy has been 
highly successful; foreign investment fostered and implemented 
by a special law (number 14,780), which establishes advantages 
and priorities (even regional, helping decentralization). Be- 
sides, special decrees try to push selected sectors, such as tractor 
and automobile manufacturing. 

4, On theoretical grounds it is easy to visualize the case for 
protection and imports substitution. Most of the supporters of 
the “balanced growth” and the “growing points’ doctrines of 
economic development share this opinion. From the standpoint 
of international trade theory, this is almost the accepted case for 
“infant industries”. The general conditions for the case to be 
valid include relatively stagnant and price inelastic foreign de- 
mand for domestic products as well as rigidities and immoboli- 
ties of domestic and even international factors. 


5. We contend these conditions are present in Argentina, and 
that the ‘‘way out” from stagnation in the intermediate run lies 
in import substitution (and consequently, in changes in the struc- 
ture of foreign trade and of production). Thus, we favor 
investment in social over-head capital which raises productivity, 
while we do not agree with the magnitude and pattern of the 
redistribution of income in favor of agriculture. The Argentine 
economy offers plenty of room for foreign capital to enter with- 
out impairing its foreign independence, subject to one qualifica- 
tion: it has to be channeled. Law 14,780 established the basis 
for such allocation, while giving flexibility to its application. 
Still, the main determinant of the flow of proposals is the Cen- 
tral Bank’s of overcharges on imports. We contend that more 
weight ought to be given to the prospective cost of production 
as compared with the international price when deciding invest- 
ment priorities. 


6. The approach to an industry study depends on its purpose. 
In our case, we want to derive some tentative general conclusions 
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from it and, as a consequence, to sketch the possible behavior 
of the industry in the short and medium run. Thus, we tried 
to reach an understanding of probable developments at the level 
of the firm, since there are no guarantees of accuracy at the 
industry level aggregate. Foreign contributions to the analysis 
of automobile demand have helped in clarifying points and rais- 
ing questions, but the method adopted had to be “sui generis”, 
due to the objective pursued and the availability of data. Do- 
mestic reports on the subject add little to the methodology. The 
highlights of the method used are as follows: (a) The division 
of demand in “new” and ‘‘replacement’”” components; (b) ten- 
tative regression analysis of prospective determinants of each 
of the components; (c) The projection of ‘‘new’ demand on 
the basis of income, price and existing stock which implies the 
notion of “ideal” or “saturation” stock. Besides, an independent 
estimate of “replacement” demand, by using “maximum” and 
“average” life as references and substitutes for the years—unit 
approach. Finally, a treatment of “unsatisfied” demand. Re- 
sults of the total projection are in the neighborhood of estimates 
from other reports. 


7. The main features of the projected demand are, a level of 
about 60,000 annual units for a period of ten years, and then 
a drop of 25%. But if we divide the 10 year period into 
short-term run and a medium-run periods, we detect in the former 
a pressing excess demand. Disaggregated demand analysis shows 
a trend towards smaller vehicles, and a geographically more 
decentralized apparent consumption. Planned and approved sup- 
ply (by June 22, 1959), reaches a level of about 100,000 yearly 
units for a period of ten years, and then jumps 30%. A large 
share of supply will be of the smallest type of cars—not moto- 
cupés—and production will be located in greater Buenos Aires 
(60%), Cordoba (one third) and Santa Fe. 


8. The comparison of total supply and demand shows excess 
demand until 1963, and increasing excess supply from there on. 
Regional comparisons of supply and demand indicate adequate 
prospective plant locations, whereas excess supply will concen- 
trate in the two smaller categories. 
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9. In the medium run the structure of the industry will be 
oligopolistic with product differentiation, and without entry, as 
indicated by the number of firms (10 until June 22, 1959), the 
indexes of concentration (Lorenz, standard deviation, interqua- 
tile) and the existence of a deadline for exchange advantages. 
Other factors, of difficult quantification, may widen or reduce 
the market. In the former direction act, besides quality, credit, 
service and marketing. In the latter, saturation, imports, sub- 
stitutes. Favorable forces seem stronger, yet more if including 
exports. 


10. Thus, a tentative sketch of market behavior may be risked: 
a process of keen competition, perhaps even before the concre- 
tion of excess supply—due to anticipations on both sides of the 
market—involving the use of almost any marketing and com- 
petitive device, ends by the liquidation, absorption or merger of 
some plants, and the adjustment of supply. Those firms starting 
early, with greater name and resources, and producing the right 
line of cars are likely to succeed; location seems of secondary 
importance, with the exception of the Cérdoba plant. 


The Question of Priorities: One of the ways to deal with pri- 
orities at the industry level could be to establish first an ideal 
bundle of goods for the country to dispose in a given year, the 
question is one of how to select those goods to be imported and 
those to be produced. A criterion for this, once determined 
dollar figures for imports by sectors would consist of calculating 
the cost per dollar saved of every good, if produced in the 
country. Then, we could rank, and distribute goods between 
imports and domestic production. Of course, it is not so simple 
in cases of increasing or decreasing costs. We do not pretend 
to apply it strictly to the automobile industry, but we do plan 
to contribute something to appraise the effects of prospective 
activity on the balance of payments, and to the knowledge of 
the relation between domestic costs and international price levels. 


(a) The Effects on Balance of Payments: We want to consider 
here net savings of exchange derived from the establishment 
of the industry, leaving out original financial transactions. In 
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other words, we will neglect initial inflows of capital. Such 
estimates covered the five year period 1960-4 and they were based 
upon the following set of assumptions. Apparent consumption 
was taken at the level of 60,000 yearly units as a point of ref- 
erence. When considering gross exchange savings (case of not 
adopting the scheme) we assumed present output of 20,000 
yearly utility vehicles to continue, as well as its 25% of imported 
inputs. With reference to the value of imported units, it was 
estimated at 2,000 dollars, the average in the past few years. 
When considering gross exchange drainage, some provisions 
also need explanation. For the sake of simplicity, we assumed 
that the dollar cost of importing 10% raw materials for a car, 
was the same for the domestic producer as importing the car 
already manufactured (a quite pessimistic assumption, if we 
believe in good faith). Additionally, we assumed the whole 
production of 40,000 units as of category B, the most favored 
by law in exchange matters. Based on IKA’s plan we assumed 
that adoption of the scheme would imply a drastic reduction 
in utility vehicles’ output, and thus we eliminated inputs 
imported for it. Finally, we estimated the annual dividend pay- 
ments to be around 7%—the reported average dividend remit- 
tances of foreign capital in Argentina—and took 170 million 
dollars as the foreign investment necessary to produce 60,000 
yearly units. The estimates showed as a result average annual 
net exchange savings of 45 million dollars, (or 35 in the case 
of planned output) for the period 1960-4. No problem appears 
on this score in the medium and long run. But there are some 
warnings on the possible short run effects on the balance of 
payments. The 30 million dollars spent on automobiles in 1958 
provide the standard of comparison. They are saved, with de- 
mand limited to domestic supply, to increase when plants start 
working, around a year and a half later. Exchange costs of in- 
itial investments we rule out. This assumes that domestic 
capital takes care of domestic physical capital supply, and that, 
correspondingly, all imported physical capital goods for the 
industry are foreign investments. This was the agreement be- 
tween financial groups in several cases. During the period 
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considered there will be no dividend remittances. Thus, imports 
of raw materials will constitute the only drainage. 


Now, assuming again the worst case, namely, all output of 
category B, and keeping the earlier assumption about the cost 
of raw materials, total exchange expenses for total planned 
production of more than 105,000 units, will be 95 -million dol- 
lars. This means a net drainage of exchange of approximately 
65 million dollars, or 6 to 7% of total imports for this year 
alone. If instead of total planned production, we compute it 
for an output of 90,000 for the period (60,000 annually), net 
drainage of exchange will approach 50 million dollars, or 5% 
of total imports. We do not think the point is of too much 
importance, given the present level of foreign reserves. 


(b) Domestic Costs and International Prices: Having explained 
the contribution of the industry to the balance of payments— 
and IKA S.A. confirms practically the possibility of importing 
only 20% of the direct components—let us consider the question 
of costs. At the “neutral’’ exchange rate already explained, a 


car of 2,000 dollars would cost in pesos around 230,000. Now, 
such automobile produced in Argentina would cost around 
350,000 or 50% higher. This measures the inefficiency of 
Argentine industry as compared with international levels. 
Throughout the development period of the American automobile 
industry, the domestic manufacturer was “‘protected by an ‘‘ad 
valorem” duty of 45%, levied against imported motor vehicles. 
As for the beneficial effect of imports, a la Hirschman, Argentina 
has had many. But the important thing for us is to look at 
the facts behind the alleged 50% inefficiency. Allen enumer- 
ates factors leading to the American supremacy in the industry. 
On the demand side, a high income per capita and the extensive 
area without railroads; and on the supply side, the availability 
of resources, organization and technique. From there we see 
some of the differences. Argentina has a much smaller popu- 
lation, a medium size income per head, and an acceptable railway 
network. And besides, it lacks American iron resources. But 
the overwhelming difference seems to be the extent of the 
market. The single output of an American model is more than 
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twenty times Argentina’s total estimated demand. As a conse- 
quence, we face the question of how are these differences in 
output volume reflected in unit costs? 


Here there are various different problems. First is the ques- 
tion of internal economies, or, in other words, of reductions in 
cost by producing more units of a given model. But other 
economies exist. There are those of joint production; i.e., of 
manufacturing two models in the same plant; or of a firm oper- 
ating various plants; and, finally, those of decentralization, as 
when the same model is produced in different plants, in order 
to save transportation costs. A 1939 General Motors Corpora- 
tion’s publication makes the second case. The first and third 
possibilities are mentioned by Alderfer and Michl when listing, 
among the factors favoring big business: multiple pricelines 
economies and regional assembly plants. Besides, there is a 
question of external economies. Returning to the relative in- 
efficiency of 50% forecast for the Argentine industry, differences 
in size seem to explain it almost fully. But for Argentina the 
important point is whether economies arise internally or ex- 
ternally to the plant, and what are the acceptable dimensions of 
plants and industry. It seems that both elements count: the 
difference in physical productivity per head between Britain and 
the United States is considerably less for the motor industry as 
a whole than for assembly alone. Of course, computations re- 
flect decentralization in the United States and joint production 
in Great Britain—which accentuate the finding. Applied to Ar- 
gentina, this will attribute a good share of inefficiency to the 
smallness of plant, and show that significant reductions in cost 
take place as the size of plants increase. But external economies 
also play a role, due to the importance of bought out components, 
often blamed in Britain for high costs. Two reasons explain 
them: monopoly and small size. Argentina, however, can do 
nothing in this respect. While we have no elements to deter- 
mine the efficient, or optimum size of automobile industry, it 
undoubtedly, exceeds by many times what the Argentine market 
affords. To know this suffices since, no policy can prevent this 
evil. Instead, it is important to know, from a policy standpoint, 
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the efficient, or optimum, plant size. Does the cost curve be- 
come horizontal or start upwards again after certain point? 
Adams chooses the second alternative and sets minimum and 
maximum for such optimum size. This is partly explained by 
the age of the sources, but still the difference exists. From both 
sources, it becomes apparent that 80,000 yearly units are sufficient 
for an efficient automobile plant. Of course, this exceeds the 
actual absorbtive capacity of the Argentine market, but not by 
much. Besides if not all the difference between efficient size 
in America and in England is due to the dates of the studies, 
we can infer that the efficient size of automobile plants varies 
from one country to another. 


The hypothesis of diverse combinations of factors for different 
scales has been corroborated by research. Several factors may 
work for such a difference: factor price ratios, different technol- 
ogies, some other relative advantages and so on. In this case, 
quite likely the optimum Argentine plant size would be smaller 
than England’s and even smaller than the demand. Reduction 
in the frequency of model changes may mean important econ- 
omies. American industry faces changes because it distributes 
overhead costs over a very large number of units—say a million, 
and this explains the small proportion of overhead to total costs, 
(7% according to Koo). Smaller plans are at an advantage in 
depressions. In Argentina, given its relative factor endowments 
as respect to England and the United States, it seems logical 
to expect a smaller minimum efficient plant size for automobile 
production. 

Thus, we conceive the Argentine market as large enough to 
sustain a relatively efficient industry, though not internationally 
competitive. This happened in many countries at the start of 
their automobile industries. Italy did not exceed 60,000 units 
until 1952; nor did Japan, Czechoslovakia and Sweden exceed 
20,000 units by this date. Now however Italy exports inten- 
sively. Furthermore, market smallness permits circumvention 
through fewer models. England has done this by increasing 
each model’s output to the level when it oscillates around 15,000 
yearly units. But this does not seem to be the short-run future 
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for the Argentine market: average planned output per model 
barely reaches 2,250 units. Only very few firms fulfill survival 
conditions. Of course, cost reduction implies oligopoly, or even 
monopoly, but the choice is unavoidable, as Bain shows. 

(e) The “Target” for Automobile Output: Now, let us ex- 
amine the reasons for the selection of automobiles as goods of 
high priority, while consumer durables are often considered unnec- 
essary. But still, an almost unanimous consensus gives them 
high priority. How do we explain this apparent inconsistency ? 
“The answer is very simple: the automobile is more than trans- 
portation; it is a way of life”. In economic ' ns this ‘‘new 
way of life” manifests itself in different way, some deserving 
special mention. It reduces housing costs, by rmitting a more 
scattered settlement, thus reducing the relativ value of urban 
land; it increases total expenditure, by fosterir tourism and so 
on; it saves time; it promotes activity of abundant subsidiary 
industries; it increases mobility and through this achievement 
reorganizes completely the habits of society by encouraging rural 
settlement, and by permitting a new organization of distribution 
channels, with corresponding price reductions. Argentina, how- 
ever, looks for the inherent quality of cars, transportation, and 
thus the trend towards small vehicles. This sharply disagrees 
with Monserrat’s forecast of 1956; by 1956 the influence of 
European cars was not very strong and by 1960 they had even 
forced American producers to launch compact cars. 


Conclusions and Recommendations: 


1. There is an apparent inconsistency between the high priority 
and the corresponding ample output “‘target’’ given to passenger 
cars by both planners and policy-makers currently in Argentina, 
on the one hand, and the image of a car as an almost luxury 
on the other. The solution of the paradox lies in the fact that 
the automobile brings a “new way of life’. The division of 
goods into investment and consumption is of relative use when 
assigning priorities. In today’s Argentina, a consumer durable, 
like the automobile, is likely to help growth more than some 
investments, like residential construction. In economic terms, 
the new way of life brought by automobiles means a growth 
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push, through increased mobility (which saves time, housing 
costs, distribution costs), increased expenditure (tourism and 
muliplier effects), and rural settlement. The aspect to stress is 
the inherent quality of cars, transportation, and not its conspicu- 
ous characeristics. 

2. If we rule out exports, and assume that output will satisfy 
domestic excess demand, or, in other words, will be around 
60,000 yearly units, then annual net exchange savings, after divi- 
dend remittances, generated by new output will average, for 
the coming decade, around 65 million dollars yearly. Annual 
dividend rem: ces will not exceed 7 million dollars. In the 
short run the uation differs somehow; under pessimistic as- 
sumptions, excl age drainage for 1960 will not exceed 65 mil- 
lion dollars. 

3. According to plans the relative inefficiency of the Argtntine 
automobile industry with respect to international levels will be 
in the neighborhood of 50%. Such inefficiency seems too high, 


but not impossible to overcome. Italy, for instance, had pro- 


duced 60,000 annual units for years, mainly for the domestic 
market but has become internationally competitive. This tends 
to demonstrate, ‘‘ceteris paribus’, that the size of the market 
does not explain all the inefficiency, and that the possibility of 
improvement exists. Main hopes for this on market extension, 
and larger average size of automobile firms and supplies. 


4, From comparisons between United States and tht United 
Kingdom, it becomes apparent that internal economies play an 
important role. Some other reasons justify not—so—huge plants 
as in the United States, different technologies and factor prices, 
and infrequent model changes. 

5. Summarizing the above statements, Argentina may have a 
relatively efficient industry, but almost, there is room for only 
4 or 5 firms, and a correspondingly low number of models. 


6. In order to avoid current waste of exchange, until the in- 
dustry wholly operates, we would prohibit any kind of auto- 
mobile imports. To avoid smuggling as well as the division of 
the market and the creation of an unreal situation, we would 
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eliminate the free zone region below the 42° parellel, with ref- 
erence to automobile production. 

7. In order to shorten the ‘‘gestation period” of investments, 
quite important to speed up economic recovery and avoid social 
unrest, we would devise a faster and more automatic method of 
dealing with foreign investments than that of the Agency in 
charge. The administrative processing period has been 4 months 
until midyear 1959, which is too long. This, however, was 
decided late in 1959. 

8. Law 14,780, regulating foreign investment, is a useful tool, 
although it does not emphasize enough the cost of production 
aspect. In its implementation, the location question mentioned 
in the text has not yet received enough attention. Later, a Fed- 
eral Council was formed to consider the matter. If all approved 
firms comply with plans and no unexpectedly large export mar- 
ket evolves, some plants will be forced to close or shift to other 
uses. Besides, there will be waste of exchange during the initial 
years. Furthermore, many units will be left without service. 
The Decree on the automotor industry has sound basis: it fosters 
small cars, the use of domestic components, etc. But we quarrel 
with its plain application without further selection. In order 
to avoid wastes, shown in point 5, we think it necessary to fix 
a ceiling for total approved output; to establish a minimum 
firm size; and to penalize those firms which do not comply with 
plans. We also think bidding is the best suited administrative 
procedure for the selection or proposals. It would, quite prob- 
ably, have brought better conditions from the country standpoint, 
and more expedient results. 

9. We do not think an oligopolistic structure of the industry 
is too dangerous, or that international capital in the field will 
harm the country; rather it would help exports. Besides, law 
14,780 favors proposals including domestic capital, and it could 
have been enforced. 

10. Finally, in order to foster exports, we would support a 
favorable treatment of the product in the Common Market 
Agreements, and enact the “drawback” for the indusrty. Nego- 
tiations for the Common Market have been in process and the 
“drawback” was established with general character in early 1960. 







































A Mexican’s Egalitarianism 


Gone Wrong 
By Virgil Salera* 


The tendency to use economic analysis for its persuasive power 
in politics is as old as economics itself. Under suitable safe- 
guards, this is of course a habit that fits into the scheme of things 
democratic. But the proviso is significant. Monopoly is per- 
haps worst of all in the market place of ideas, where substitution 
variables are generally minimal. Or we can note the position 
of the founding fathers of American democracy, who strove to 
effect safeguards against appeal to the passions of the masses. 


Today’s widespread concern about, or at least interest in, 
issues of economic growth rates presents enormous opportunities 
for using at least the forms or trappings of economic analysis— 
and parallel “numbers games’’—as a big part of the business of 
political persuasion. It is with an illustrative Mexican case of 
this phenomenon that this paper is concerned. My text is the 
work of one of Mexico’s best known economists, Mrs. I. M. 
Navarrete of the (Alfredo) Navarette and Navarette husband- 
and-wife team. Her La Distribucion del Ingreso y el Desarollo 
Economico de Mexico’ is a nearly perfect vehicle for “making 
a pitch” to the passions of the masses, of course first by way of 
the passions of not-too-critical Mexican (or other Latin Amer- 
ican) economists. But here I am anticipating at least one con- 
clusion. Let me get down to cases. 


Mrs. Navarette divides her book into two parts, one dealing 
with general theoretical considerations and the other with income 


* Head, Division of Business & Economics, Alameda State College. 
1 Escuela Nacional de Economia, Mexico, D.F., 1960. 
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distribution in Mexico as revealed by what the author frankly 
considers to be poor data. In this review article, I plan to con- 
sider the items in the same order, but I shall pay more attention 
to the theoretical side because of the primacy, in things of this 
kind, of the quality of the author's formal reasoning. 


By way of background, I believe the author’s introductory 
remarks to be of some interest, if only to highlight Mexico's 
excellent growth record since 1940. Thus, from that date through 
1957, the country experienced an annual average increase in out- 
put of 6%, a population growth of 2.8%, and thus a respectable 
3.3% growth in per capita output. Should such rates continue, 
they would represent an astounding 25-fold increase in real in- 
come per century. But Mrs. Navarette is quick to remind her 
readers that Mexico’s growth was at a slow pace for many 
decades before the last war. Moreover, she is not satisfied with 
average growth rates, however impressive they may be, if the 
resulting benefits are not appropriately distributed. The crux, 
of course, is what is appropriate. Whatever may be said about 
the execution of her analysis, she is surely on strong ground 
when she writes that economic development must be viewed as 
means rather than end, with the satisfaction of the individual 
constituting the ultimate objective of the economic order (p. 12). 
It is refreshing to have such words from a Mexican writer, who 
does not let evidence of emerging affluence sow confusion as 
to the rather simple but fundamental relation between means 
and ends. One sometimes wishes that writers from name uni- 
versities north of the Rio Grande would always do as well. 

The Navarrete treatment begins, in customary academic fash- 
ion, with a run-down of definitions from the economic masters. 
Thus, we read that the classical writers viewed income distri- 
bution more as an ethical than as an economic question. The 
maximization of output was the main economic goal, though it 
was not an end in itself so much as the basis for the moral and 
educational improvement of the individual. 

Marshall in particular comes in for some attention, though 
brief excerpts from the Principles do less than justice to the great 
Cambridge master. It is true that he was concerned about ex- 
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treme poverty rather than inequality in the looser sense, as 
suggested on p. 18. Marshall wanted to see a reduction in the 
extremes of poverty, but he particularly urged assistance to ‘the 
helpless” under conditions some of which are left out of Mrs. 
Navarrete’s account: chiefly, relevant eugenics and the disciplin- 
ing of parents. Yet she does well to point out that Marshall 
was a modern in espousing public aid for what he called “the 
helpless” in the areas of schooling, sanitation, and nourishment. 
The aid, however, was not to be used in such a way as would 
“sap the springs of free initiative and strength of character.” 
I venture to add that if Marshall had known the Ford case, he 
would have further qualified his remarks to bring out the pro- 
found social benefits of inequality which so dramatically abets 
desirable capital formation without the ostentation that so com- 
monly is associated with ownership in other places. Moreover, 
with apologies to Wallich,? Marshall would surely have noted 
had he expanded his analysis to include growth questions along 
modern lines, that redistribution does not even begin to match 
growth in providing welfare for those at the low end of the 
income scale, since redistribution is only a one-shot operation 
paid for by a lower rate of progress thereafter. 

After paying her respects to Anglo-Saxon traditionalists, and 
saying a few words about the Austrian school as well, Mrs. 
Navarrete proceeds to her own analysis. The alternative of in- 
come equality is rejected out of hand—it is obviously incompatible 
with the requirements of a dynamic economy. But what is the 
degree of inequality that is called for? This is a key question, 
of course. Mrs. Navarrete’s method of answering it is reveal- 
ing. The first stage posits the common argument that inequality 
furthers economic progress by restraining consumption and max- 
imizing savings (and thus capital formation). She then proceeds 
to devote most of her analysis to the proposition that this argu- 
ment no longer is advanced indiscriminately for the reasons listed 
below. I shall deal critically with this list. 

1. A high savings rate is not always desirable according to 
Mrs. Navarrete. Does not the Keynesian analysis tell us that 


*H. C. Wallich, The Cost of Freedom, New York, 1960, p. 123. 
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saving depends on the income level, not the other way round? 
If investment opportunities are limited, demand, output and 
employment will be higher the greater the degree of income 
equality. 

Clearly, her first shot comes close to begging the question, as 
Saraceno has pointed out in connection with Italy's problem of 
underdevelopment.’ Keynes, writing during the Great Depres- 
sion, was concerned with the problem of avoiding idleness of 
already formed capital. This is so elementary that one hesitates 
to mention it, but it is not reflected in Mrs. Navarrete’s story. 
Moreover, as a problem the Keynesian one is now almost ancient, 
since it has not been encountered anywhere for a generation. 
The irrelevant seemingly lead more lives than the celebrated cat! 

2. Mrs. Navarrete’s second proposition about the significance 
of inequality in relation to economic development is that an 
unequal distribution of income does not necessarily yield a high 
volume of savings. Those with high incomes may fritter them 
away on extravagant consumption. This is a common observa- 
tion, to be sure—but it is not commonly accompanied by any- 
thing remotely akin to a rigorous explanation. In the present 
instance, Mrs. Navarrete runs pretty true to common form. Her 
only “evidence” is Marshall’s remark to the effect that “the 
causes which control the accumulation of wealth differ widely 
in different countries and different ages” (Principles, p. 225), 
plus a similar brief citation from Nurkse. 

On re-reading Marshall on this very point I discovered a 
significant omission from Mrs. Navarrete’s story. The very page 
following that from which the above excerpt was taken makes 
the following important points: 

“The thriftlessness of early times was in great measure due 
to the want of security that those who made provision for the 
future would enjoy it: only those who were already wealthy 
were strong enough to hold what they had saved; the laborious 
and self-denying peasant who had heaped up a little store of 
wealth only to see it taken from him by a stronger hand, was a 


8 Pasquale Saraceno, Imiziativa Privata e Azione Publica nei Piani di 
Sviluppo Economico, Svimez, Rome, 1959, p. 23. 
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constant warning to his neighbors to enjoy their pleasure and 
their rest when they could . . . there was very little saving by 
the French peasants in the eighteenth century when they could 
escape the plunder of the tax-gatherer only by appearing to be 
poor . 


This, not Keynes, has immense relevance for most underde- 
veloped countries. Yet how many of their economists, if any, 
pay attention to it? Given what Keynes said in his posthumous 
Economic Journal paper in 1946, in the light of the inflation 
problem, it is a pity that he is not with us these days to castigate 
his hordes of disciples for misapplying the text of the Keynesian 
bible. Instead, there is internal mismanagement, flirtation with 
one brand or another of the general Marxist prescription, and 
incessant appeals for financial help from those who stress work, 
good organization, and an incentive system which inevitably 
involves a defensible measure of inequality. 

Briefly, then, Mrs. Navarrete’s second point proves to be no 
better than her first. The score to date: twice at bat, still 
hitless. 


3. Her third proposition has to do with the yield of some 
foreign statistical analysis. She finds that in some countries per- 
sonal savings have declined in relative importance as a source 
of capital, with public and institutional saving having assumed 
dominant roles. Following Duesenberry, she attributes the change 
mainly to the (overworked) ‘‘demonstration effect,” which is 
supposed to explain why ordinary people try so hard to keep 
up with the overaffluent Joneses. U. S. data supplied by Due- 
senberry are relied upon as “quantitative’’ evidence: while a 
family with $1,500 of income in 1915-17 saved 8% of its in- 
come, a similar family with “equivalent” purchasing power in 
1941 saved nothing. Given the shoddiness of our price statistics 
as revealed by the Stigler committee, who would trust income 
deflators to sustain the argument which Mrs. Navarrete believes 
she is making on this point? Moreover, does a relative rise in 
corporate saving necessarily imply tha‘ individuals as owners do 
not sanction that form as compared with direct personal saving, 
given (a) the phenomenal increase in the number of shareholders 
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in American companies in the post-war period, (b) inflation, 
and (c) the high level of income tax rates and thus the advan- 
tage of mitigating the impact of such rates via the capital 
gains route? 

The clincher, however, is Mrs. Navarrete’s unsupported asser- 
tion, following immediately after the citation of Duesenberry’s 
questionable income-saving data, that “the secular decline in 
(advanced countries’) personal saving impairs an underdeveloped 
country’s source of capital.” Marshall’s comment alone, cited 
above, should suffice to answer Mrs. Navarrete on this score. 

Thus, despite three tries, we have still to encounter a defensible 
proposition in support of Mrs. Navarrete’s vague egalitarianism. 

4. She turns next to Kuznets, and his empirical work respect- 
ing the varying combinations which characterize the saving, 
investment, and development ratios in different countries.* Pre- 
cisely what these data mean—in the context of the work under 
consideration—is not clear unless it is the not uncommon propo- 
sition that their meaning will remain unclear unless and until 
excluded parameters (for example, labor-land ratios, government- 
private industry relations, etc.) are also analyzed with care. In 
any case, the carbon-copy rule is relevant in this and nearly 
every other comparable situation: Mexico, for instance, should 
not try to develop as a carbon copy of the U. S. pattern. The 
Navarrete point Number Four must be scored as not quite a 
toss-up. 

5. She next recalls her proposition (2), and then deals with 
the situation in which two nations both have the same saving- 
investment ratio, so that a greater output and thus a higher 
growth rate will be realized in the country with the highest out- 
put-capital ratio. Mrs. Navarrete proceeds from this rather 
harmless bit of formalism to the proposition that “income equal- 
ity (her language is general and unqualified), by virtue of the 
structure of demand related to it, induces investment of low 
capital intensity and thus results in a low yield of capital per 
unit of labor; this (she feels) prejudices a high growth rate.” 


*S. Kuznets, in A Survey of Contemporary Economics (edited by 
Haley), Vol. II, 1952, p. 179. 
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She then asks us “to remember that economic growth is charac- 
terized by the following (to me vastly oversimplified) phenom- 
ena: a) the growth of productivity in agriculture, industry, and 
services; b) the transfer of labor from primary production to 
secondary and tertiary activities with higher productivity per unit 
of employed labor.” (Pp. 26-27) 

I find this puzzling as a bit of analysis. She speaks here of 
“income inequality” when she really means a distribution which 
is so unequal that the many demand tortillas while the few (a) 
desire little domestic output that is made by capital intensive 
methods, and (b) allocate a large part of their outlay to do- 
mestic services and imports. What are the unstated conditions 
which are necessary in this case? First, implicit closed economy 
reasoning is involved—as is true in so many oversimplified theor- 
ies of economic development.’ But if the circumstances are as 
posited, there are quite obviously exploitable open-economy ad- 
vantages in labor-capital ratios, given heads-up entrepreneurship 
and a suitable government industry relationship. Is it not strange 
that economists in conspicuously open-economy nations ignore 
such elemetary considerations ? 

Second, if I may cite Kuznets—again just one page following 
the one from which Mrs. Navarrete draws upon that author— 
our trouble may be in the concepts themselves. Certain elements 
in consumption may be strategic in increasing labor productivity,. 
so that greater output may be secured by increasing consumption 
rather than capital formation. 

Finally, improved labor skills are not, as Mrs. Navarrete seems 
to argue, necessarily dependent upon a reduction in income in- 
equality, though she argues at many points as if—in the tradition 
of static analysis, let it be noted—an income transfer to the 
poor via expanded educational opportunities must precede any 
improvement in labor productivity that is not connected with 
increased capital formation (and concomitant growth or im- 
provement in enterprise?). It suffices, I think, to do no more 


5 See, for example, my critique of this kind of theorizing in the text- 
book by Higgins, “Discontinuities and Economic Development Theory 
and Policy,” lowa Business Digest, Spring, 1961, pp. 20-24. 
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than allude to the productivity implications of a shift, gradual 
and unobtrusive, from a large subsistence farming to commercial 
agriculture. Such a shift, moreover, would make only small 
drafts on the capital supply, since what is mainly required is 
chiefly an improvement in the nation’s institutional arrangements 
perhaps even with unchanged capital formation. The citation 
from Alfred Marshall, indicated above, is relevant here too. 


6. The Navarrete sixth point posits a high correlation between 
income inequality and the propensity to import. The demand 
for imports may even grow relative to the foreign demand for 
an underdeveloped nation’s exports, so that there may be a de- 
terioration in the terms of trade. This situation will be even 
worse if inflation prevails, as more imports are sucked into the 
economy, and capital flight may occur as well. The trouble with 
such analysis is that far too much is impounded in ceteris paribus. 
All it takes is an imaginative use of our kit of tools to demolish 
the argument; the reader may be spared such an exercise at this 
point. Besides, the score is so lopsidedly against Mrs. Navarrete 
up to this juncture that the issue is not of much moment. 

7. Inequality also is supposed to affect the supply side of the 
equation. That is to say, the population will be underskilled 
and employment opportunities too limited if there is a very 
unequal distribution of income. In the extreme case, no doubt 
this may be true. But what is an extreme case? Are we to 
leave it to the mere opinion of Mrs. Navarrete, and others of 
like mind? Of what good are our economists if they can only 
establish the meaning of extreme limits, when hardly any real 
situations fall within miles of these limits? One is reminded 
of the old saw that if all the economists were laid end to end 
they wouldn’t reach a practical conclusion! 

8. Inequality as an assumed condition for apportioning re- 
sources in relation to relative demand is the author’s next target. 
What she seems to be referring to is the incontestible idea that 
absolutely equal rewards would undersupply us with scarce tal- 
ents and oversupply us with low-level and abundant talents. I 
don’t know what to make of this line of reasoning, given Mrs. 
Navarette’s previous express admission that equality is incom- 
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patible with a dynamic economy. However, she goes on to 
adduce “evidence” which purports to explain her point. This 
is simply the assertion that highly progressive income taxes in 
countries such as the U.S. have not materially reduced incentives 
to work or invest. All I can say is that she is not very familiar 
with foreign tax structures! These represent far more than ex- 
tremely high marginal tax rates on income, as economists with 
the U.S. Treasury will tell you at the drop of a hat. Thus, such 
rates alone prove nothing, Mrs. Navarrete’s cavalier pronounce- 
ments notwithstanding. May I simply ask her to become ac- 
quainted with capital gains taxation, rapid depreciation for tax 
purposes which both parties sponsor for particular industries 
from time to time in the U.S., the tax-free reserves which stock 
saving and loan companies use to avoid, or virtually avoid, fed- 
eral taxes in the U.S., the absence of taxes on capital gains in 
Britain, and so forth. 

9. Mrs. Navarrete also refers to the fact that in the advanced 
countries income inequality has declined and per capita real 
income has expanded. Several factors are said to explain such 
phenomena, important among them being investment in human 
capital and particularly in the skills of the people. Mrs. Navar- 
rete is to be commended for emphasizing the role of increased 
investment in human beings, mainly because that is a course 
which Mexico and Latin America generally can take without 
waiting for the income theorists to catch up with the economic 
facts of life. No less important, the de facto improvement in 
income distribution has not resulted from theory-based consensus, 
but from the more or less natural evolution of the modern cap- 
italistic order. In particular, it has stemmed from the desire 
of individuals to prepare themselves to produce and earn more 
by their own efforts, not by way of income redistribution. The 
role of education has been very important, of course. Professor 
Wallich’s comments, cited above, also deserve the emphasis of 
repetition at this point. 

The remainder of Mrs. Navarrete’s theoretical section is only 
of marginal importance, and is simply addressed to the (inher- 
ently) vague idea that a “more equitable” distribution of income 
is compatible with a high ratio of economic development. 
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II. 


The available empirical data on the distribution of income in 
Mexico comprises the second part of the work under review. 
As previously indicated, the author concedes that the national 
income data are poor; they are available, in fact, only by indus- 
trial origin in terms of value aggregates. National income at 
factor cost is unavailable, for example. Nor does Mexico have 
a personal income tax, so that this source of information is 
lacking as well. 


Since the data are not very good, a strictly empirical approach 
to an assessment of income distribution is not a fruitful one. 
Mrs. Navarrete’s unpersuasive theory thus stands no chance of 
improvement by recourse to the empirical route. 


For whatever it may be forth, therefore, I shall include only 
some summary comments respecting the admittedly weak data. 
Considered in terms of origin, we find that between 1940 and 
1957 agriculture’s share of income rose from 21 to 23%; manu- 
facturing’s share increased substantially from 16 to 22%; con- 
struction rose from 2 to 5%; mining and oil remained unchanged 
at 6%; while income declines were as follows: commerce, 25 to 
20%; private services, 15 to 14%; government, 7 to 3%; and 
transportation and communications, 6 to 5%. 


Mrs. Navarrete’s explanation of the decline in the government 
category is worth mentioning. She attributes this decline mainly 
to the previous excessive growth of the bureaucracy, which in 
turn is explained by the relative lack of other remunerative op- 
portunities for employment. I suspect that few other Latin 
American governments have been as fortunate as Mexico in 


this regard. 


Labor force data are also of interest. Changes between 1930 
and 1957 are reported, as follows: Agriculture dropped from 
71% to 54%; while most other categories increased: manu- 
facturing, from 9 to 12%; private services, from 8 to 14%; 
commerce, from 5 to 9%; construction, from 1 to 3%; and trans- 
portation and communications, from 2 to 4%. 
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What does the Navarrete effort add up to? My candor com- 
pels me to classify it as an example of “disguised unemployment,” 
an operation with close to a zero marginal productivity measured 
by rigorous analytic tests. My sense of charity, however, would 
prompt me to treat it more kindly, especially since it brings 
together in one place an influential Mexican’s thinking on various 
aspects of the subject, lays bare the bases of the argument, and 
thus affords some good targets for those who are independent 
of mind and well above the novice stage as far as concerns an 
understanding of relevant economic theory and practice. 


The optimum distribution of income, like nearly all optima 
in economics, remains delightfully (or exasperatingly) vague. 
What accounts for this is not in the present writer's view a fit 
subject for comment, at least in any detail. I suspect, however, 
that the standard test applies in this case, too: the precision of 
theoretical analysis tends to be inverse to the number of variables 
dealt with, the more so when many if not most of them are 
not known in a meaningful way. The usefulness of the analysis 
is also likely to be inversely related to its precision. Clearly, 
we still do not have much to boast about. 
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SENATOR JOHN F. KENNEDY ON THE 
CUBAN SITUATION, 
PRESIDENTIAL CAMPAIGN OF 1960 


Editor's Note: The Cuban invasion ranks high among the 
many failures of the Kennedy Administration during its first 
year in office. It is probable that had the Executive functioned 
under a responsive parliamentary regime, it would have been 
voted out of office after the invasion fiasco. Instead, the Presi- 
dent chose to conceal the facts from the Congress and from the 
people and limited his public explanations to derogatory com- 
mentary on efforts by the press to set forth the specific elements 
in the failure. 

In the pages that follow, Mr. Kennedy's campaign utterances 
on Cuba are set forth. There is a clear indication that at no 
time did the candidate have any serious notion of how to proceed 
on the Cuban situation. And there is no indication that the 
mounting of an invasion would constitute the vehicle adopted, 
soon after the assumption of the responsibilities of office, for 
the ousting of Castro. 


August 24, 1960: ‘Three years ago I went to Havana. I was told that 
the American Ambassador was the second most powerful man in Cuba. 
Probably he should not be but he is not today. We have within 90 
miles by the same group who have stood up to Khrushchev, we have 
Castro, who attacks us daily.” 


August 26, 1960: “You sit in Miami, today, 90 miles from the shore 
of Cuba. For the first time in the history of the United States an enemy 
stands poised at the throat of the United States. There is no doubt 
of the Communist orientation of the Castro government. They are our 
enemy and will do anything to contribute to our downfall. Not only 
as a satellite of the Soviet Union in the future but also they attempt to 
spread their revolution through all of Latin America.” 
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September 2, 1960: “The Latin American resolution (OAS) against 
the Castro government was not as strong as we wanted it to be. That 
I consider a very ominous sign. That is the Castro regime has sufh- 
cient popularity in Latin America, both because it is directed against us 
and our stature is not strong there, and also because too long people 
of Latin America have been denied their economic opportunity. There- 
fore, the political leaders of those countries, who I think are anti-Castro 
without a doubt, were not politically strong enough to afford to condemn 
Castro out of hand. I think he should be condemned. I think he is 
a source of maximum danger. I think the big task of the next admin- 
istration is going to be to contain this revolution in Cuba itself and 
not have it spread through Latin America. We did make progress to 
a degree, though not satisfactory, however, in my opinion, and a con- 
stant struggle is going to go on if we are going to isolate this Communist 
conspiracy in Cuba. 

“Now, let me say that I am critical of this administration for its 
policy toward Castro in its early days and its policy toward Batista’s 
dictatorship in the last days. I don’t take the view that the only alter- 
native to a dictator is a communist dictator. If the United States had 
just had its influence, and at that time the United States was extremely 
powerful in Cuba, it seems to me we could have persuaded Mr. Batista 
to hold free elections at the time he was permitted to go and permit 
the Cuban people to make their choice instead of letting Castro seize 
power through revolution. 

“I think we are going to have a good deal of trouble in the future with 
Castro through all of Latin America. I agree we did not do as much 
as we wanted to toward Castro.” 


September 2, 1960: “I visited Havana three years ago and I was in- 
formed that the American Ambassador was the second most influential 
man in Cuba. He is not today. He cannot even get to see the Foreign 
Minister’s assistant.” 


September 3, 1960: “In the last three years, the Republic of Cuba, 
under a dictatorship of Batista, closely associated with the United States, 
with the American Ambassador, the second most powerful man in Ha- 
vana, now finds itself a Communist satellite. This is the kind of foreign 
policy, the kind of image we have presented to a watching world. The 
United States looks tired.” 


September 5, 1960: ‘Today the Soviet Ambassador is the second most 
powerful man in Cuba.” 
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September 6, 1960: Question: How do you propose to effectively deal 
with the problem of communism from within, or indirect aggression, 
such as has recently been evidenced in Cuba? 

Answer: “I agree with you, I think that is obviously the most serious 
kind of challenge you are going to have in the 1960s . . . In the case 
of Cuba, I think the basic error was made in the last stage of Batista, 
when we did not use our great influence which we had then to persuade 
Batista to permit free elections and a return to constitutional government, 
and let the Cuban people pick its successor, instead of letting Castro 
seize it in almost a palace revolution. I think that in the problem of 
Cuba we have to work with the other—the Organization of the Amer- 
ican States, and I am most concerned, not only that we isolate Cuba, 
but that we attempt to isolate the Cuban revolution from the rest of 
South America. I think that is the big danger, that from Cuba as a 
base they will expand their power. I think we should use our influence 
to prevent it.” 

September 7, 1960: ‘“What we are concerned about now is the present 
Communist infiltration of Cuba. That matter is, of course, going to 
have to be under continual surveillance. The Monroe Doctrine in a 
paternalistic sense, where the United States is the policeman of the 
hemisphere has now become less important, perhaps, but what is of now 
more concern is the association of American states where they are asso- 
ciated in a common effort, not we becoming the policemen of the 
hemisphere but we joining with them in a common front against any 
attempt to take over any country of Latin America. . . . We are going 
to have to wait and see what happens in Cuba. But any action that 
we do take, in my opinion, should be taken in concert with the Organi- 
zation of American States.” 

September 7, 1960: “I do not believe that there is any American who 
can be satisfied with that strength and that prestige as it is reflected in 
events around us in the southern half of the globe. They (Americans) 
wonder why the nations of South America who once were engaged in a 
great enterprise called the good neighbor policy should now stone the 
Vice President of the United States. They wonder why America, which 
was once regarded in the 1930s with so much friendship on the island 
of Cuba should now be reviled and attacked by the erratic leader of that 
island only 90 miles from our shore.” 

September 12, 1960: ‘The United States failed to recognize under 
this administration the necessity of holding out a hand of friendship 
until Castro’s actions forced us to do so. . . I don’t want to see the 
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United States do anything in Latin America at the point of Castro's pistol. 
I want us to do it because we believe in it.” 

September 14, 1960: ‘It was not until our relations with Castro had 
become strained to the breaking point that this administration proposed 
to the Congress a program for Latin America eight years too late.” 


September 15, 1960: “Today the Iron Curtain is ninety miles off the 
coast of the United States.” 


September 17, 1960: “Until our relations with Cuba became so sour 
that we broke off the sugar quota, the United States almost ignored 
the needs of Latin America for long-term capital. The authorization 
which Congress passed in August for the benefit of Latin America was 
directly tied, unfortunately, in the minds of many Latin Americans as 
well as in the minds of many Americans, to our troubles with Cuba.” 


September 23, 1960: Question: Will you tell us what steps you will 
take to raise American prestige in Latin America, as President of the 
United States? 

Answer: “I am critical of this administration’s failure to concern 
itself with the needs of Latin America. Actually, the United States 
has given more assistance to Yugoslavia since the end of World War II 
than it has to all of Latin America combined. It is an unfortunate 
fact that the assistance which was proposed at the time of the Bogota 
Conference really represented assistance which the United States was 
determined to give Latin America only when our relations with Cuba 
soured to the point where we broke off the sugar quota. I think it 
would have been far wiser for the United States to have held out the 
hand of friendship six, seven or eight years ago, to help to provide a 
long-term loan to help provide specifically long-term loans for their 
capital improvements. I support the Bank of America, which was 
passed a year ago. I think we can provide for a common market 
within Latin America itself, based on the experience now of Western 
Europe. I think that we have to give some assurances to the producers 
of raw commodities that they will not be subject to the extremely sharp 
whiplash of 50 percent in commodity prices which they experienced in 
1958 but can have longer guarantees. Fifth, I hope that the United 
States will attempt and I hope that the President, that the first act he 
will take in the field of foreign policy will be to announce that he 
wishes to reassume the close and harmonious relationship which existed 
between us in the thirties, and which must exist between us in the 
sixties.” 
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September 29, 1960: “Why was not our Latin American capital in- 
vestment program strengthened in 1958, after Mr. Nixon was there, 
instead of this summer at the point of Mr. Castro’s gun? Why did 
we not encourage free elections in Cuba after Mr. Nixon was there in 
1955, in order to stave off a revolt against what he called in a Havana 
press conference in 1955 the ‘competence and stability’ of the Batista 
dictatorship ?” 

October 1, 1960: “The most serious errors were made in the years 
1955, 1957 and 1958. It is rather interesting that Mr. Nixon in 
Havana in 1955 gave an interview in which he spoke rather glowingly 
of the stability of the Batista regime. It seems to me it would have 
be far more valuable for us to be striking a blow for freedom, to stand 
for freedom, to use our great influence, which we had in Cuba at that 
time, to persuade Batista to hold free elections, so that the people of 
Cuba would have a free choice. The fact of the matter is that when I 
was in Cuba four years ago the American Ambassador said to me he 
was the second most powerful man in Cuba. Today the Soviet Am- 
bassador is and the reason is because the United States did not use its 
influence. The administration was not concerned about the problem 
of providing for free elections and democracy in all of Latin America 
and sooner or later dictatorships lead to control of the national move- 
ment by the communists. Anyone who feels that you can do business 
with a dictator year after year because he is going to vote with you in 
the UN, sooner or later the communists will gather control of the op- 
position movement and when he goes they will seize control. Now, as 
to the future, any action which we should take should be taken through 
the Organization of American States, what I think should have been 
maximum concern in 1960 and 1961 should be that Castroism does not 
spread through other countries of Latin America, that we hold out the 
hand of friendship. It was not until our relations with Castro became 
soured to the breaking point that the U.S. came forward with a program 
of economic assistance to Latin America. They know what we know. 
They know we turned a deaf ear, that we gave more aid to Yugoslavia 
than we did to all of Latin America for the last ten years and therefore 
suddenly when we offer assistance it is at the point of Castro's pistol.” 

October 3, 1960; Question: Do you believe Castro will last much 
longer as dictator? 

Answer: “You can’t predict a future. What we should do is move 
ahead on the basis that he will stay in power for some time, that he 
will continue to try to spread his revolution throughout all of Latin 
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America. First, we must sustain and strengthen those democratic forces 
in Latin America . . . The fight against Castro takes place in other 
countries. Secondly, I feel that the U.S. should sustain the cause of 
freedom, that until he is willing to submit his case to the people in a 
free election, that we will hold out the hand of friendship to those in 
the mountains now who are growing beards in preparing for undoing 
Mr. Castro. I think we should observe with at least some interest 
their progress . . . Secondly, we have to recognize that Castro and others 
will move in and out of countries over the next ten years . . . The 
whole Castro movement was based on the desire of the people of Cuba 
to be free from Batista. Castro betrayed the revolution. That does 
not mean that the revolution did not have legitimate force in the be- 
ginning.” 

October 4, 1960: “No program for aid for Latin America of any 
substantive importance was suggested until we broke off the sugar quota 
with Castro in June. And then we went to the Bogota Conference 
with an authorization. Eight years—we gave more aid to Yugoslavia 
in the last 15 years than we have given to all of Latin America in the 
same period of time.” 

October 6, 960: “Why are we beginning to be second in the minds 
of many of the people of Latin America? Why was it necessary for 
a presidential candidate in Brazil in the middle of his campaign to pay 
a visit to Castro? Why was the United States unable to get an in- 
dictment of Castro by name at the last meeting of the Organization 
of American States?” 

October 6, 1960: This is a critical situation—to find so dangerous an 
enemy on our very doorstep. The American people want to know how 
this was permitted to happen—how the Iron Curtain could have ad- 
vanced almost to our front yard. They want to know the truth—and 
I believe that they are entitled to the truth. It is not enough to blame 
it on unknown State Department personnel. Major policy on issues 
such as Cuban security is made at the highest levels—in the National 
Security Council and elsewhere—and it is the party in power which 
must accept full responsibility for this disaster. 

The story of the transformation of Cuba from a friendly ally to a 
Communist base is—in large measure—the story of a government in 
Washington which lacked the imagination and compassion to understand 
the needs of the Cuban people—which lacked the leadership and vigor 
to move forward to meet those needs—and which lacked the foresight 
and vision to see the inevitable results of its own failures. 
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And it is a tragic irony that even while these policies of failure 
here were being pursued our policymakers received repeated and urgent 
warnings that international communism was becoming a moving force 
behind Mr. Castro and the revolution—that our interest and the interests 
of freedom were in danger—that a new Soviet satellite was in the 
making. 

Our Ambassador to Cuba in the early days of the revolution—Arthur 
Gardner—repeatedly warned the administration that communism was a 
moving force in the Castro leadership. Testifying recently before a 
Senate committee, he was asked if he had not reported ‘‘that Castro 
talked and acted like a Communist and should not be supported by the 
United States.” ‘That was absolutely correct,” he replied, and he went 
on to say: “We all knew * * * that Raul Castro was a Communist;” 
but his warnings, he testified, were ignored, overlooked, or circumvented 
as the menace of Cuban communism grew. 

Our Ambassador to Cuba in the closing years of the revolution— 
Earl Smith—also warned us that communism threatened Cuba. He, 
too, was asked by the same Senate committee if he had been warning 
“that Castro was a Marxist.” “Yes, sir,” he replied; but his warnings 
also had been consistently ignored. 

And the State Department itself, in a paper issued little more than 
a month ago—belatedly admitted that “Communist influence existed in 
the early days of the revolution.” 

But, if we are not to imitate the partisan irresponsibility of others, 
we must do more than charge that these storm signals were ignored. 
The real question is: What should we have done? What did we do 
wrong? How did we permit the Communists to establish this foothold 
90 miles away? 

The answer is fourfold. 

First, we refused to help Cuba meet its desperate need for economic 
progress. In 1953 the average Cuban family had an income of $6 a 
week. Fifteen to twenty percent of the labor force was chronically 
unemployed. 

Only a third of the homes in the island even had running water, 
and in the years which preceded the Castro revolution this abysmal 
standard of living was driven still lower as population expansion out- 
distanced economic growth. 

Only 90 miles away stood the United States—their good neighbor— 
the richest, nation on earth—its radios and newspapers and movies 
spreading 'the story of America’s material wealth and surplus crops. 
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But instead of holding out a helping hand of friendship to the 
desperate people of Cuba, nearly all our aid was in the form of 
weapons assistance—assistance which merely strengthened the Batista 
dictatorship—assistance which completely failed to advance the economic 
welfare of the Cuban people—assistance which enabled Castro and the 
Communists to encourage the growing belief that America was indifferent 
to Cuban aspirations for a decent life. 

This year Mr .Nixon admitted that if we had formulated a program 
of Latin American economic development 5 years ago: “It might have 
produced economic progress in Cuba which might have averted the 
Castro takeover.” But what Mr. Nixon neglects to mention is the 
fact that he was in Cuba 5 years ago himself—gaining experience. He 
saw the conditions. He talked with the leaders. He knew what our 
aid program consisted of. But his only conclusion as stated in a Havana 
press conference was his statement that he was “‘very much impressed 
with the competence and stability” of the Batista dictatorship. 

Mr. Nixon could not see then what should have been obvious—and 
which should have been even more obvious when he made his ill-fated 
Latin American trip in 1958—that unless the Cuban people, with our 
help, made substantial economic progress, trouble was on its way. If 
this is the kind of experience Mr. Nixon claims entitles him to be 
President, then I would say that the American people cannot afford 
many more such experiences. 

Secondly, in a manner certain to antagonize the Cuban people, we 
used the influence of our Government to advance the interests of and 
increase the profits of the private American companies, which domi- 
nated the island’s economy. At the beginning of 1959 U.S. companies 
owned about 40 percent of the Cuban sugar lands—almost all the cattle 
ranches—90 percent of the mines and mineral concessions—80 percent 
of the utilities—and practically all the oil industry—and supplied two- 
thirds of Cuba’s imports. 

Of course, our private investment did much to help Cuba. But our 
action too often gave the impression that this country was more in- 
terested in taking money from the Cuban people than in helping them 
build a strong and diversified economy of their own. 

The symbol of this shortsighted attitude is now on display in a 
Havana museum. It is a solid gold telephone presented to Batista 
by the American-owned Cuban telephone company. It is an expres- 
sion of gratitude for the excessive telephone rate increase which the 
Cuban dictator had granted at the urging of our Government. But 
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visitors to the museum are reminded that America made no expres- 
sion at all over the other events which occurred on the same day this 
burdensome rate increase was granted, when 40 Cubans lost their lives 
in an assault on Batista’s palace. 

The third, and perhaps most disastrous of our failures, was the de- 
cision to give stature and support to one of the most bloody and re- 
pressive dictatorships in the long history of Latin American repression. 
Fulgencio Batista murdered 20,000 Cubans in 7 years—a greater pro- 
portion of the Cuban population than the proportion of Americans who 
died in both World Wars, and he turned democratic Cuba into a 
complete police state—destroying every individual liberty. 

Yet, our aid to his regime, and the ineptness of our policies, enabled 
Batista to invoke the name of the United States in support of his 
reign of terror. 

Administration spokesmen publicly praised Batista—hailed him as 
a stanch ally and a good friend—at a time when Batista was murder- 
ing thousands, destroying the last vestiges of freedom, and stealing 
hundreds of millions of dollars from the Cuban people, and we failed 
to press for free elections. 

In October 1958—just a few days before Batista held a rigged and 
fraudulent election—Secretary of State Dulles was the guest of honor 
at a reception held by the Batista Embassy in Washington. The recep- 
tion made only the social pages in Washington; but it made the Ha- 
vana—and it was used by Batista to show how America favored his 
rule. 

We stepped up a constant stream of weapons and munitions to 
Batista—justified in the name of hemispheric defense, when, in fact, 
their only real use was to crush the dictator's opposition, and even 
when the Cuban civil war was raging—until March of 1958—the ad- 
ministration continued to send arms to Batista which were turned 
against the rebels—increasing anti-American feeling and helping to 
strengthen the influence of the Communists. For example, in Santa 
Clara, Cuba, today there is an exhibit commemorating the devastation 
of that city by Batista’s planes in December of 1958. The star item 
in that exhibit is a collection of bomb fragments inscribed with a hand- 
shake and the words: “Mutual Defense—made in U.S.A.” 

Even when our Government had finally stopped sending arms, our 
military missions stayed to train Batista’s soldiers for the fight against 
the revolution—refusing to leave until Castro’s forces were actually in 
the streets of Havana. 
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Finally, while we were allowing Batista to place us on the side of 
tyranny, we did nothing to persuade the people of Cuba and Latin 
America that we wanted to be on the side of freedom. In 1953 we 
eliminated all regular Spanish language broadcasts of the Voice of 
America. Except for the 6 months of the Hungarian crisis we did 
not beam a single continuous program to South America at any time 
in the critical years between 1953 and 1960. And less than 500 students 
a year were brought here from all Latin America during these years 
when our prestige was so sharply dropping. 

It is no wonder, in short, that during these years of American in- 
difference the Cuban people began to doubt the sincerity of our dedi- 
cation to democracy. They began to feel that we were more interested 
in maintaining Batista than we were in maintaining freedom—that 
we were more interested in protecting our investments than we were in 
protecting their liberty—that we wanted to lead a crusade against com- 
munism abroad but not against tyranny at home. Thus, it was our own 
policies—not Castro’s—that first began to turn our former good neigh- 
bors against us. And Fidel Castro seized on this rising anti-American 
feeling, and exploited it, to persuade the Cuban people that America 
was the enemy of democracy—until the slogan of the revolution became 


“Cuba, Si, Yanqui, No’’—and Soviet imperialism had captured a move- 
ment which had originally sprung from the ideals of our own Amer- 
ican Revolution. 


The great tragedy today is that we are repeating many of the same 
mistakes throughout Latin America. The same grievances—the same 
poverty and discontent and distrust of America which Castro rode to 
power are smoldering in almost every Latin nation. 


For we have not only supported a dictatorship in Cuba—we have 
propped up dictators in Venezuela, Argentina, Colombia, Paraguay, and 
the Dominican Republic. We not only ignored poverty and distress 
in Cuba—we have failed in the past 8 years to relieve poverty and 
distress throughout the hemisphere. For despite the bleak poverty that 
grips all of Latin America—with an average income of less than $285 
a year—with an exploding population that threatens even this meager 
standard of living—yet our aid programs have continued to concentrate 
on wasteful military assistance until we made a sudden recognition of 
their needs for development capital practically at the point of Mr. 
Castro’s gun. 

Today time is running out in Latin America. Our once firm friends 
are drifting away. Our historic ties are straining under our failure 
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to understand their aspirations. And although the cold war will not 
be won in Latin America, it could very well be lost there. 

If we continue to repeat our past errors—if we continue to care more 
for the support of regimes than the friendship of people—if we con- 
tinue to devote greater effort to the support of dictators than to the 
fight against poverty and hunger—then rising discontent will provide 
fertile ground for Castro and his Communist friends. 

What can a new administration do to reverse these trends? For 
the present, Cuba is gone. Our policies of neglect and indifference have 
let it slip behind the Iron Curtain—and for the present no magic for- 
mula‘ will bring it back. I have no basic disagreement with the Presi- 
dent’s policies of recent months—for the time to save Cuba was some 
time ago. 

Hopefully, events may once again bring us an opportunity to bring 
our influence strongly to bear on behalf of the cause of freedom in 
Cuba. But in the meantime we can constantly express our friendship 
for the Cuban people—our sympathy with their economic problems— 
our determination that they will again be free. At the same time we 
must firmly resist further Communist encroachment in this hemisphere— 
working through a strengthened organization of the American States— 
and encouraging those liberty-loving Cubans who are leading the re- 
sistance to Castro. And we must make it clear to Mr. Castro once and 
for all that we will defend our naval base at Guantanamo under all 
circumstances—and continue to seek reparation for his seizures of Amer- 
ican property. 

But whatever we do in Cuba itself, ultimately the road to freedom 
in Havana runs through Rio and Buenos Aires and Mexico City. For 
if we are to halt the advance of Latin communism, we must create a 
Latin America where freedom can flourish—where long enduring peo- 
ple know, at last, that they are moving toward a better life for them- 
selves and their children—where steady economic advance is a framework 
for stable, democratic government—and where tyranny, isolated and 
despised, eventually withers on the vine. 


October 12, 1960: “Mr. Nixon saw what was happening in Cuba. 
The warning about a coming communist take-over and a growing anti- 
Americanism were sounded long before it was too late. But Mr. Nixon 
apparently did not see any ‘principle involved’ on the once-friendly- 
island of Cuba.” 


October 15, 1960: This wouldn’t have happened under Franklin 
Roosevelt, who warned the Nazis in 1940 to stay out of our hemisphere; 
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this wouldn't have happened under Harry Truman who warned the 
Communists in 1947 to stay out of Greece and Turkey. And this 
would not have happened in Cuba if the Republican leadership Mr. 
Nixon represents had taken every step which foresight and experience 
should have directed them to take—in order to prevent a Communist 
victory only 90 miles from our shores. 


I do not know how Mr. Nixon can talk of firmness in view of his 
party’s record in Cuba. I do not know how he can talk of experience 
in view of his party’s experience in Cuba. I do not know how he 
can seek the Presidency and avoid explaining what happened in this 
major foreign policy disaster. 

But it did happen—and the question now is, What do we do about 
Cuba and Castro now? What can a new administration do to end 
this drift? 

1. The first thing we have to do is let the Cuban people know our 
determination that they will someday again be free. We did not 
make clear to the Cubans our devotion to freedom during the brutal 
reign of the Batista dictatorship—and we are not making our position 
any clearer under the Castro dictatorship. We have no Cuban Voice 
of America broadcasts in Spanish at all, and only 1 hour a day in Spanish 
beamed in general to all Latin America. We must promptly initiate a 
major broadcast program for Cuba in particular, and more for the 
Americas in general. 

2. Secondly, we must end the harrassment, which this Government 
has carried on, of liberty-loving anti-Castro forces in Cuba and in 
other lands. While we cannot violate international law, we must rec- 
ognize that these exiles and rebels represent the real voice of Cuba, and 
should not be constantly handicapped by our Immigration and Justice 
department authorities. 

3. Third, we must let Mr. Castro know that we do not intend to be 
pushed around any longer and in particular do not intend to be pushed 
out of our naval base at Guantanamo, or denied fair compensation for 
American property he has seized. 

4. Fourth, we must let Mr. Krushchev know that we are permitting 
no expansion of his foothold in our hemisphere—and that the Organi- 
zation of American States will be given real strength and stature to 
resist any further Communist penetration by whatever means are nec- 
essary. 

5. Fifth and finally, we must strengthen the cause of freedom through- 
out all Latin America creating an atmosphere where liberty will flourish, 
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and where Cuban communism will be resisted, isolated, and left to die 
on the vine. 

One road to Havana ultimately lies through Rio and Buenos Aires 
and Mexico City. 

October 18, 1960: “Just to know how good his (Nixon's) judgment 
is, in 1955 he said ‘communism in Latin America is on the decline.’ ”’ 

October 18, 1960: ‘““Mr. Nixon himself was in Latin America five 
years ago and here is what he said: ‘If we had produced economic 
progress in Cuba we might have averted the Cuban takeover.” Why 
didn’t we? That is what he said a month ago; why didn’t we in 1955 
come forward with a program that would have prevented Castro from 
taking power? When he was there in 1955 he said: ‘I am convinced 
that communism has passed its highwater mark in Latin America,’ at a 
time when the communists were about to communize Cuba.” 

October 20, 1960: Mr. Nixon’s new Cuba policy is too little and 
too late. 

After doing nothing for 6 years while the conditions that give rise 
to communism grew—after ignoring the repeated warning of our Am- 
bassadors that the Communists were about to take over Cuba after 
standing helplessly by while the Russians established a new satellite 
only 90 miles from American shores—Mr. Nixon and the Republicans, 
after 2 years of inaction since Castro took power, now attempt to make 
up for this incredible history of blunder, inaction, retreat and failure, 
by cutting off several million dollars worth of exports in a move which 
will have virtually no effect by itself in removing Communist rule 
from Cuba. 

In cutting off a carefully limited number of the American goods 
which can be sent to Cuba Mr. Nixon has made a dramatic but almost 
empty gesture—a gesture which will have so little impact on Castro 
as to be almost meaningless. The State Department itself admits that 
our exports to Cuba have already declined by more than 50 percent since 
Castro took power. This latest move merely accelerates and aids a 
long-standing Castro policy—a policy which the State Department itself 
recognized in its statement this morning—a policy of eliminating all 
Cuban dependence on American goods, shifting Cuban trade to the 
Communist bloc. 

For example, while in August of 1958 we sent $42 million worth of 
goods to Cuba—this August we sent only $18 million worth as a result 
of Castro’s deliberate policy of cutting American exports. And, as 
the New York Times points out this morning, the goods which are 
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now cut off, are the very goods whose export has been declining—while 
the goods which Cuba can still buy—such as foodstuffs and pharma- 
ceuticals—are the goods whose export has declined relatively little. 

In addition, the State Department admits that Castro has refused 
to pay for about one-quarter of the American goods he has received 
since coming into power. What we have now done—in the case of a 
large bulk of our exports—is to prohibit American manufacturers from 
giving their goods away. 

And the slight impact which Mr. Nixon’s latest policy will have— 
is even more diluted by our complete failure to seek the cooperation 
of our allies—thus making it simple for Mr. Castro to turn to other 
South American and European nations for those few goods which he 
can’t get from Russia or Red China. 

For 6 years before Castro came to power the Republicans did ab- 
solutely nothing to stop the rise of communism in Cuba. Our Ambas- 
sadors repeatedly warned the Republicans of mounting danger. But the 
warning was ignored, and communism grows in strength and influence. 

In 1955 Mr. Nixon went to Cuba to view conditions for himself. 
But his only reaction was to praise ‘the competence and stability” of 
the Batista dictatorship which was, even then, threatened by Commu- 
nist activities—and to say that “communism has reached its highwater 
mark in Latin America” at a time when Communist influence was be- 
ginning to rise, and only a few short years before the Communists 
took over all of Cuba. 

Mr. Nixon saw nothing wrong in Cuba—he made no recommenda- 
tions for action—he did not warn America that danger was growing 
—and, as a result the Communists took over Cuba with virtually no 
opposition from the United States. 

Now the Communists have been in power for 2 years. Yet we have 
done almost nothing to keep Castro from consolidating his regime and 
beginning subversive activities throughout Latin America. In fact, our 
prestige in Latin America has fallen so low that—at the recent Inter- 
American Foreign Ministers Conference—we were unable to persuade 
our former good neighbors to pass a resolution even criticizing Cuba 
by name. 

Now, 2 years later, following blunder after blunder, defeat after de- 
feat, the Republicans decide to combat communism by cutting off exports 
long after the time has passed when such a move might have had a 
really significant impact—long after our Cuban exports have declined 
drastically—and long after, as Mr. Nixon must privately recognize, Mr. 
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Castro himself had already embarked on a deliberate program to cut 
down American exports, 

The next administration will have to do much better than Mr. Nixon 
has done, if it intends to wage a serious offensive against communism 
on our very doorstep. 

First, we will have to work with both the Organization of Ameri- 
can States and our European allies in order to promote collective 
action against communism in the Caribbean. For, unless we secure 
the cooperation of our allies, Mr. Castro will be able to trade at will 
with the free world, rendering our own partial embargo completely 
futile. Despite this pressing need for joint action, the Republicans 
have completely failed to enlist the cooperation of our allies. And 
the reason is plain. For under Republican leadership our prestige has 
fallen so low that our Latin American allies are no longer willing to 
follow our leadership in the fight against communism in this hemis- 
phere. 

Second, we must consider more stringent economic sanctions—such 
as the seizing of all Cuban assets in this country to be used to pay off 
some of the vast sums which Cuba still owes us. Of course Cuban 
assets in this country—which were an estimated $200 million in June— 
have declined drastically in the last months as the Republicans have let 
this potential opportunity slip away. We should also consider meas- 
ures to prevent goods from being shipped to Castro via a third country. 

Third, we must attempt to strengthen the non-Batista democratic 
anti-Castro forces in exile, and in Cuba itself, who offer eventual hope 
of overthrowing Castro. Thus far these fighters for freedom have had 
virtually no support from our government. 

Fourth, and most important—we must immediately act to prevent 
communism from taking over other countries in Latin America—by 
removing the conditions under which communism thrives. 

October 23, 1960: The question is what do I think is the best way 
to handle Mr. Castro. 

I think the great opportunity was really denied in 1957, during the 
last days of the Batista administration. I was in Cuba in 1957 and 
the American Ambassador informed me that the American Ambassador 
was the second most influential man in Cuba. There is not any doubt 
we had great influence in Cuba, and I think it is unfortunate that we did 
not use that influence more vigorously to persuade Mr. Batista to hold 
free, open elections, so that the people of Cuba could have made the 
choice, rather than holding onto his power and finally driven out by 
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Castro at the point of a gun. Mr. Castro is now a Communist. I think 
the struggle will be, really, to prevent the spread of Castroism through- 
out all of South America. Cuba really is an isolated island. The great 
problem that we face as citizens of this hemisphere is to prevent other 
countries from following that example. The President of Brazil, dur- 
ing the last campaign, felt that Castro was so strong in Brazil that it 
was necessary for him to go to Havana to call on Mr. Castro. There 
were riots in Mexico in support of Castro. The difficulties we have had 
in Panama—this administration has almost ignored Latin America, which 
was the basic element, support of Latin America, in the administration 
of Franklin Roosevelt. I believe the next President should reestablish 
that atmosphere, and working with the other countries [applause] and 
work with the other countries of the Organization of American States 
to maintain the free spirit within Cuba, itself, and throughout Latin 
America. 

October 23, 1960: I have never advocated and I do not now advocate 
intervention in Cuba in violation of our treaty obligations and in fact 
stated in Johnstown, Pa., that whatever we did with regard to Cuba 
should be within the confines of international law. What I have ad- 
vocated is that we use all available communications—radio, television, 
and the press—and the moral power of the American Government—to 
let the forces of freedom in Cuba know that we believe that freedom 
will again rise in their country. 

November 7, 1960: Question: What will you do about Castro? 

Answer: I think we have two problems in regard to Castro. One 
is the problem of Castro, himself, 90 miles off the coast of Florida, 8 
minutes by jet. The second problem is how to prevent other Castroes 
from rising throughout Latin America. We have had difficulties in the 
last 2 years in Guatemala, Panama. Some of the countries to the south 
have also had indications that Castro and communism have seized con- 
trol of the student groups, and some of the intellectual groups. 

Our big problem would be to contain Castro, to prevent him spread- 
ing his influence throughout all of Latin America. To do that, we 
have to begin to pay attention to Latin America. Do you know that 
today the Soviet Union has 10 times the amount of broadcasts in 
Spanish we do to Latin America, 10 times? The Chinese Communists 
are working there all the time, exchanging missions. For a lot of 
people, the trouble is, of course, the people of Latin America live on 
a very bad standard of living, less than $90 a year in some cases. One 
of the papers this week carries a story of children in two villages in 
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Brazil, not one child in the village lived beyond the first year. They all 
died of malnutrition and disease. These people will feel they have 
no chance, and then, of course, they will listen to Castros. 

So I would suggest that the United States try to develop again the 
spirit of the good neighbor policy of Franklin Roosevelt, that we regard 
this as the first line of defense, that we bring in students, that we 
broadcast in Spanish to Cuba and all of Latin America, that we tell our 
story, that we help them distribute their agricultural products and re- 
sources, and maintain their economy and provide a gradual increase in 
the standard of living for each person. 

This is the key to Latin America. If that should ever crumble, and 
Castro should spread his power, then our security would be directly 
threatened. I would put this directly at the top. On the question 
of Castro, I would attempt to tell the people of Cuba by every known 
way, including radio and television, and today we have no radio or 
television to Cuba from the Government, telling them that we want 
them to be free, that Castro is past. And by working with the people 
of Latin America and the governments trying to isolate Castro until 
finally the people of Cuba can be free again. 





